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PREFACE 


Although tlie plan of the Bank for International 
Settlements was a matter of lively discussion during 
the last few months, its critics have confined them- 
selves almost completely to its general aspects. This 
IS only natural. Technicalities are out of the range of 
theoretical economists, and the scheme, at its present 
stage, is too vague to provoke bankers to criticise its 
details. The author, who occupies an intermediate 
stage between academic economists and practical 
specialists, attempts in this book to fill the gap, 
and aims at providing material for the discussion of 
neglected technical aspects of the proposed institu- 
tion. In doing so, he has to break entirely new ground, 
which explains, and perhaps excuses, the shortcoming 
of his book. If the attempt has no other result than 
to stimulate the discussion of the practical details — 
upon which the scheme ;sviLl, after aU, stand or fall— he 
will feel that his efforts were not altogether wasted. 

The book gives comparatively little attention to the 
reparations aspect of the scheme, as in that respect the 
Young Plan is for the most part self-explanatory. Its 
%chief concerri^is with the problems connected with the 
international banking activities of the Bank for Inter- 
national Settlements, such as the proposed gold clearing 
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system, the problem of a “world bank rate”, the 
possibility of credit inflation, the danger of political 
mterference with the management of the Bank, &c. 
For the convemence of readers, the text of the pre- 
liminary announcement of the scheme, the statutes of 
the Bank, and those portions of the Young Plan which 
touch the Bank are reproduced in the Appendices. 

It will be seen that the author, though in favour of 
the scheme as a whole, nevertheless shares the fears 
of those who consider the Bank a potential source of 
international credit mflation. It is of great import- 
ance that public opimon should realise the extent of 
the danger of political influences upon the Bank. While 
in the case of the League of Nations — ^with which the 
Bank is frequently compared — ^this factor could, at 
its worst, merely lessen the beneficial effects of the 
activities of that institution, m the case of the Bank 
it could wreck the scheme altogether, and might cause 
incalculable harm to the credit system of the world. 

Part of Chapter X. was published in the ^September 
1929 issue of TTie Economic Journal, while parts of 
various chapters appeared anonymously in the daily 
“Lombard Street” column of The Financial News, and 
in an editorial article published iti the December 
1929 issue of The Banker. The author wishes to thank 
the editors of these publications for their permission 
to reproduce them here. He is also indebted to those 
bankers with whom he has discussed the problemsk 
dealt with in this book; these exchanges of views 
"helped him to a very great extent to make up his mind 
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on several controversial points. His thanks are especi- 
ally due to Mr. C. I. Carr Bosanquet, for his valuable 
suggestions and candid criticism, which have been of 
great assistance to the author. He is equally indebted 
to one of the participants of the Baden-Baden Con- 
ference for having revised^ the book, while in proof, 
with critical eyes. 

P. E. 

20 Bishopsgati!, E.C.2, 

December 1929 . 




PREFACE TO THE SECOND 
EDITION 


Since tlis book was written tbe scbeme of tbe Bank for 
International Settlements kas been definitely adopted 
by all tbe parties concerned, and arrangements bave 
been made for tbe new institution to begin business at 
an early date. Tbe Statutes elaborated at Baden-Baden 
were adopted at Tbe Hague practically without altera- 
tion, so tbat, when revising tbe book for this second 
edition, there has been no need to make any changes 
in tbe text on tbat account. On tbe other band, in re- 
sponse to constructive criticism, and in view of tbe de- 
velopment of tbe scbeme, tbe author has made some 
minor alterations in various chapters and has added 
another chapter. Tbe Appendices have also been 
completed by tbe addition of tbe Charter, Trust Agree- 
ment and all clauses of Tbe Hague Agreement of 
January 20, 1930, and its annexes which referred to 
tbe Bank. » * 

Tbe author’s main thesis, Jbbat tbe new system carries 
tbe possibility of inflationary credit expansion — ^a con- 
tingency which necessitates most conservative manage- 
ment — ^was contested by various critics. Nothing tbat 
has been said; however, has altered bis views, as ex- 
pressed in Chapter VIII., which has been reprinted here - 
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practically without modification. On the other hand, 
the aruthor considered it necessary to remedy an im- 
portant shortcoming of the first edition; he owes a debt 
of gratitude to Sir Josiah Stamp for having drawn his , 
attention to it in his review of the book published in the 
columns of The Financial News. As Sir Josiah rightly 
pointed out, the book did not lay sufidcient stress upon 
the importance of the Bank’s task in arresting a de- 
cline in the world level of prices. This criticism induced 
the author to conquer his dislike for metaphysics and 
to devote an additional chapter to the fascinating but 
elusive subject of “The Bank and World Prices”. This 
chapter and the preceding chapter on the “Credit Ke- 
sourc^s of the Bank” are complementary to each other. 
Both deal with the Bank’s power to bring about an ex- 
tension of international credit resources; while Chapter 
VIII. gives warning against the abuse of that power for 
infiationary purposes, the new Chapter IX. mdicates 
the scope for its legitimate and desirable use, i.e., to 
prevent a decline of the international price level. 

The new chapter, too, contains a warning that even 
the legitimate use of the Bank’s exceptional resources 
for fighting deflation is not without dangerous possi- 
bilities. An institution which -sets itself the task of 
regulating world prices may easily become a hunting- 
ground for doctrinaires. The worship of index numbers — 
which is as fashionable among the economic experts of 
our generation as was the cult of the “economic man” 
among mneteenth-century economists— if practised 
•without due discrimination as to the caqses of the 
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changes in the price level, may easily lead to the 
adoption of an unsound policy in the matter of 'price 
regulation. 

By the time the present edition reaches the reader 
the Bank will probably be in operation. The Board 
and Management wall be f^ced with a series of difi&cult 
initial problems, and the way m which they solve them 
will powerfully influence its future course. It is, there- 
fore, of particular importance that informed opinion 
should follow closely its activities during the early 
period, and should be able to criticise if and when it 
becomes necessary, before any initial errors develop 
into integral parts of the system. Hence the necessity 
of greater knowledge on the part of the general pubhc 
of the orgamsation, potentialities, means and ends, 
resources and shortcomings of the Bank for Inter- 
national Settlements. 

P. E. 

20 Bishopsgate, E.C.2. 

March 1930, 
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CHAPTEE I 


INTRODUCTORY 

In March. 1929, almost to a day two hundred years 
after the death of John Law, and within a few hundred 
yards of the scene of his activities, the scheme of a bold 
experiment, worthy of the genius of that financier, was 
elaborated in Paris by a body of distinguished experts. 
It is pregnant with immense possibihties, but also with 
great dangers. It is as ambitious and as perilous as was 
John Law’s scheme for a bank of issue in the less ad- 
vanced conditions of eighteenth-century France. 

trhe world was taken by surprise when it was 
announced that the Committee of Experts on Eepara- 
tions had decided to propose the establishment of an 
International Bank. The novelty and boldness of the 
idea appeared fascinating to some people, bewHderhig 
to others. Although many months have passed since 
the axmouncement was made, and fuller details of the 
scheme have been published in the meantime, public 
opinion has found it difficult to crystallise into any 
definite attitude upon the merits or demerits of the 
proposed plan; Expert opinion is fairly evenly divided 
between adherents and opponents of the scheme, while 
the predominant feeling among the general public is 
that of curiosity mingled with distrust — thaj|; instinctive 
distrust of the average man towards any creation of 
genius which threaVns to interfere with the routine of 
the Universe. 
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Ever since the war, it has been a commonplace all 
over the world that the remedy of our present evils wiU 
have to come through natural development and not as a 
result of any brilliant ideas. Any suggestion of miracu- 
lous remedies was dismissed with disdain by econo- 
mists and by those responsible for ofl&cial monetary 
policies. Without wamiug;^ these same ultra-conserva- 
tive quarters produced now a scheme full of imagination 
and innovation. It is not surprising that the uninitiated 
public, which has always been told to beware of radical 
remedies, is coufused and is at a loss to decide what 
attitude to take up. 

If the scheme of the International Bank were nothing 
more than the product of a few imaginative brains, 
there would be, no doubt, good reason to receive it with 
distrust. The fact is, however, that the proposal made 
by the Young Committee is the logical outcome of the 
evolution of post-war financial history. It is not a mere 
accident that the creation of the Bank was proposed in 
1929 and not in 1913, or 1923, or 1933. Anybody bold 
enough to make such a suggestion before the war would 
have been regarded at best as a dreamer who ought not 
to be considered seriously. A proposal for an Inter- 
national Bank a few years after the conclusion of the 
Peace would still have been premature, and would have 
been doomed to failure. Had the proposal been delayed 
for another few years, on the other hand, it would 
probably have missed its psychological moment, as 
Europe would have adjusted itself to the changed 
conditions as best it could, and the need for an excep- 
tional remedy involviag considerable risks would mot 
have been as pressing. 

IPost-war Financial jHistorydias b§en characterised by 
two strong currents; the endeavour to restore monetary 
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stability tkrougli tbe co-operation of central banks, and 
tbe endeavour to adjust reparations and other claims 
arising from tbe war to realities,! It will be seen in tbe 
^next two chapters that both currents were moving 
towards tbe establishment of an international organisa- 
tion of some kind. It was perhaps a coincidence that 
both movements, though -advancing independently 
from each other, should reach simultaneously the stage 
when the need for the creation of an international body 
had made itself felt more acutely, and when its realisa- 
tion had come within the realms of practical politics. 
The signatories of the Young Keport were men with a 
sense of reality and no dreamers. They would certainly 
have hesitated to put forward a proposal for the 
creation of a Bank for International Settlements » few 
years ago, but in March 1929 they were satisfied that 
the time had arrived for that solution. 

The much-debated question whether it is ideas that 
shape History, or whether it is the stream of History 
that shapes ideas, finds its answer once more in a 
synthesis. Without the developments that led up to the 
present situation, the idea of an International Bank 
would have been rejected, no matter how ingenious the 
form it assumed, no matter how convincing the argu- 
ments of its authors. On the other hand, though the 
situation has matured sufficiently to make the plan 
acceptable, it would not have materialised but for 
the elaboration of a scheme by a group of experts 
who coupled imagination with a sense for realities, and 
whose prestige as practical men placed them beyond 
the'charge of being Utopians. Their ideas, put forward 
at the right moment and in an acceptable form, have, 
doubtless, contributed to Inake History. They are none 
the less the instruments of historical forces which have 



4 BANK F 9 R INTERNATIONAL SETTLEMENTS oh 

prepared tie ground for their scheme, and which have 
induced the nations concerned to accept it. 

The circumstances are strikingly similar to those 
surrounding the creation of the League of Nations.^ 
Before the war, it would have been useless to attempt 
to put forward such a scheme, it was the events between 
1914 and 1919 that brought about the conditions which 
made the establishment of the League possible. And 
here again the idea had to be put forward by statesmen 
of prestige in order to be taken seriously. The authors 
of the Covenant have certainly contributed to make 
History, butitwas the trend of historical evolution that 
has made their scheme both necessary and feasible, 
i, There is, iudeed, a great deal of similarity between 
the origin, scope, functions and limitations of the Banlr 
for International Settlements and those of the League 
of Nations. The League was the outcome of the war, 
the conception of an International Bank was the out- 
come of the currency chaos of the war and post-war 
period. The object of the League is to liquidate the 
inheritance of war and to prevent the repetition of 
such disasters; the object of the Bank for International 
Settlements is to liquidate the currency ^haos and to 
prevent any relapse. The task of the League is to safe- 
guard the existing treaties, that of the Bank is to 
carry out the agreements op. reparations. In neither 
case is the international organisation entitled to alter 
the treaties except within the limits prescribed in the 
text of the treaties themselves. The Bank for Inter- 
national Settlements is not designed as a superior 
authority over central banks, any more than ‘the 
League is meant to be a super-State over the existing 
States. The central banks (ft» not intend to cede the 
new institution any part of their privilegesand powers, 
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any more tlian the members of the League have re- 
linquished, or intend to cede, to the League any part 
of their sovereignty. No legal or political power, but 
the recognition of the necessity to co-operate and the 
development of a strong public feeling against the 
disturbers of harmony are the main factors which 
maintain the League, and.it is upon these that the 
Bank will depend for its existence^ The advantages of 
the Bank for International Settlements are expected 
to be of the same nature as those of the League, in the 
financial instead of the political domain. To mention 
only one: it will establish regular and frequent per- 
sonal contacts between the heads of central banks, of 
the kind that the League has established between the 
leaders of nations. This is a matter of great importance. 
Before the creation of the League, no statesman was 
able to cross the frontiers of his country to meet 
another statesman without arousing suspicion and 
irritation in some part of the world. The League meet- 
ings now provide an opportunity for them to meet at 
regular intervals without any such undesirable conse- 
quences The Bank for International Settlements is 
intended to^ provide the same facilities for heads of 
central banks. 

As to their weaknesses and limitations, both League 
and Bank for International Settlements are fexposed 
to the pitfalls of pohtical mtrigues.’^Their important 
decisions are liable to be governed largely by the neces- 
sity of political compromise. Their ability to serve the 
best interests of mankind is hkely to be handicapped, 
therefore, by political cross-currents and undercurrents. 
In spite of thi?, they are capable of rendermg valuable 
services. • 

It is easy to fall into extremes when judging the 
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importance of the establishment of the Bank for Inter- 
national Settlements. The one extreme is represented 
by that small group of idealists who regard the creation 
of the Bank as marking a new era in human progress. 
In their imagination, they foresee the growth of a”^ 
Super-Bank of unprecedented magnitude and power, 
which will attain in time. a predominant position in 
the direction of the financial destinies of mankind.^The 
notion of an International Bank suggests to them' an 
international gold reserve to unite the existing mone- 
tary stocks of gold; the issue of a uniform international 
currency in the place of national currencies; the pool- 
ing of all credit resources and their redistribuSon ac- 
cording to a schedule prepared to meet the respective 
requj,rements of the participating countries; the fixing 
of a “World Bank Rate” which is to become a predomi- 
nant factor in the international money marketl They 
hope that the activities of the Bank will cause a'^eriod 
of unprecedented international prosperity, by foster- 
ing the development of the immense natural wealth 
and resources of unexploited countries They include 
among the labours of the new financial Hercules the 
reconstruction of Russia and China, a tasjc too big for 
any but an International Bank. They have gone even 
further in their imagination. They ascribe to the new 
Bank the r61e of a supreme ^international arbitrator, 
not only in questions of finance and economics, but 
even in political questions, as the possessor of mono- 
polistic powers in the distribution of credit resources. 
The Bank, they hope, could distribute rewards or 
punishments by granting or withholding credit, dfid 
would thereby become the guarantor of international 
peace. * 

The idea is magnificent— but it is not banking. 
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Those who expect the new Bank to become all that 
and more lose sight of realities. There is no reason to 
hope or to fear — whichever the case may be — ^that our 
^generation would witness such developments. 

It is not only enthusiastic adherents who view 
the Bank with such exaggerated ideas, but also ijs 
fierce opponents who, for the same reason, are fright- 
ened by the latent powers of the spirit evoked by the 
Paris Conference. The other extreme is represented by 
those who minimise the importance of the Bank, either 
because they think that it is not worth the trouble 
spent over it, or because they believe that, if it cannot' 
do much good, it can, at any rate, do very little harm. 
In their view, aU the Bank is meant to do is to fuse the 
existing Dawes organisations with the existing system 
of co-operation between central banks/ They think 
that it will be hardly more than an office of repara- 
tions payments and a meeting-place of central bankers.| 

iThe actual position of the Bank wiU probably lie 
somewhere between the two extremes, ft is difficult to 
see, however, at the present stage, how far either ex- 
treme will be right. The fact is that not even the authors 
of the schen^e know how the Bank; will develop. Never 
before has anything of the kind been attempted. At 
this stage it is impossible to prophesy the exact or even 
the approxunate limitations of the possibilities of the 
Bank. It may begin its work in a modest and unassum- 
ing way, and indeed it would be a grave mistake to 
launch out at once into too ambitious schemes. It may 
gradually put forth its powers and develop into a most 
important institution. Time only can show how far the 
hopes and fears of its friends and foes are justified. 

There are at least as* many people who fear and 
oppose the new institution as there are people who 
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welcome and admire it. Just because it is difficult to 
foresee its functions, none of tbe existing ffiiancial insti- 
tutions know what to expect tbrougb it. Some central 
banks may fear that the new institution may over- 
shadow them in their own spheres, and may encroach 
upon their jealously guarded control over the manage- 
ment of the monetary affairs of their country.! Some 
commercial banks are mclined to regard it as a potential 
riyal for deposit and credit busiaess. Some acceptance 
houses see m it a potential rival in the financmg of 
international trade. Some issumg houses fear that they 
may lose part of their busmess as a result of the 
activities of the new Bank. The natural dislffie of 
vested interests towards any aggressive newcomer is 
complicated by their vague fear of a supreme authority, 
as yet undefined, against whom, they imagine, it will be 
difficult to compete on equal terms. 

The idealist adherents of the scheme regard with 
indignation as narrow and selfish all who look at 
the problem from that angle. They maintain that 
the benefit mg.nkind as a whole will derive from the 
activity of the Bank will be so immense as to counter- 
balance any sacrifice of individual mt(jrests. They 
hold the opmion, at the same time, that there is no 
need to talk of sacrificmg the interests of any existing 
bank, for, taking the long vieyr, all banks are bound to 
benefit by the general advantages obtained through the 
creation of the Bank. The greater stability will reduce 
the risk attached to banking, and greater prosperity 
will increase the possibihties of profit. 

Again, opinions are divided between those who fear 
that the Bank will become a power mdependent of the 
Governments to which it owoS its existence, and those 
who are concerned lest it remam too much under the 



I 


INTEODUCTORY 


9 




control of the political authorities. If the fears of the 
former were justified, it would infringe the power of 
Governments; should the latter be better prophets, 
, questions of finance would be settled on pohtical 
grounds, and Board meetmgs of the Bank would become 
the battlefield of political intrigues and controversies. 

(.pother point on which general uncertamty prevails 
is the proposal for an international gold cleariug 
system, jit is difficult to define the precise object of the 
scheme; whether it aims at the monopoly of gold trans- 
actions; or at the elimination of the physical displace- 
ment of gold; or merely at the saving of the expenses of 
shipments of the kind which are undertaken by central 
banks even at the present time. It is an open question 
whether the new Bank will aim at mterfering witbgold 
arbitrage by means of confining exchange movements 
withm limits narrower than those fixed by gold points' 
Over and above all, it remains to be seen how far the 
Super-Bank will make use of its immense facilities for 
credit expansion. This is the aspect of the scheme which 
deserves the most attention, as it opens up a vista of 
alarming possibilities. The scheme itself is sound, and 
it is far fro’^a its authors’ intention to make of the 
Bank a means for international credit inflation. But 
then, the bank scheme of John Law was also in itself 
sound. The question is whether the new iustitution will 
be tempted to use its resources for financiug schemes 
as bold as the Louisiana venture whose failure con- 
tributed to the downfall of Law.>'The creation of “new 
possibilities for commerce” is one of the objects of the" 
Bank, as defined in the Eeport of the Young Com- 
mittee, and this phjrase may easily be regarded as giving 
sanction to adventures outside the normal scope of 
bankiu^ It also remains to be seen whether the scheme 
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of our modem Join Laws-yliowever sound their inten- 
tion ‘may be — will not be brought to shipwreck by 
political interference in the management of the Bank. , 
The spuit of the Duke of Orleans and his entourage \ 
may survive, although in the changed circumstances it 
may assume a different form 
The statutes of the Bank^ in themselves, do not give 
any adequate answer to the questions raised. Every- 
thing depends upon the interpretation given to these 
statutes in practice, and upon the manner in which the 
Board of Directors makes use of its wide discretionary 
powers. The chapters which follow attempt merely to 
indicate some of the problems which the new institu- 
tion is likely to encounter. They give a critical analysis 
of the plan of the Bank, and enumerate some of the 
alternatives in its development. 
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CO-OPERATION BETWEEN CENTRAL BANKS 

The year 1923 witnessed tlie culmination of tlie post- 
war crisis in European finance. Monetary conditions 
exhibited a picture of desperate cbaos. Both France 
and Germany were paying tbe price for tbe Ruhr 
adventure in tbe depreciation of tbeir currencies; tbe 
franc dragged with it tbe other two “Latin exchanges”, 
wbde tbe slump of tbe mark contributed to tbe de- 
moralisation of Central and Eastern European cur- 
rencies. It was rare to find a budget on tbe Contiuent 
which was properly balanced. .;^Budgetary deficits, 
currency inflation, depreciation of exchanges, rising 
prices, increasing expenditure were cbasmg each other 
in a complete disorder .^It was impossible for any of tbe 
former Contip.ental belligerents to raise an external loan 
so as to break that vicious circle. Tbe few experiments 
with such issues resulted in a failure, discouraging 
further attempts. Even .the countries which had re- 
mained neutral during the war were, to some extent, 
swimming with the tide, instead of assisting in the 
restoration of normal conditions by maiutaining their 
finances on a sound basis. 

Tn those dark days of the post-war financial crisis 
of Europe, the sigu of dawn was the stabilisation of 
the Austrian exchange. The credit for this is due to the 
League of Kations, for it was under the auspices of the 

11 
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Finance Committee of the League that a reconstruc- 
tion 'scheme was elaborated and put into operation, 
and to the Governments which, by relinquishing the 
priority of their claims and by guaranteemg a portion 
of the Keconstruction Loan, enabled Austria to obtain 
the funds required for the stabilisation of the krone. It 
is necessary, however, to recognise the great importance 
of the advance granted by the Bank of England to the 
Austrian National Bank for the purpose of maintainmg 
the stabihty of the exchange during the transition 
period between the conclusion of the agreements for the 
reconstruction scheme and the actual issue of the loan. 
Without this advance, the exchange would have con- 
tiuued to depreciate, which would have jeopardised the 
success of the reconstruction scheme. 

The support granted by the Bank of England to the 
Austrian National Bank was the first public act of co- 
operation between central banks after the war.^he 
idea of co-operation between banks of issue of different 
countries is by no means new; it existed already before 
the war, one of the most conspicuous examples being 
the support given by the Bank of France to the Biwnk 
of England durmg the Baring crisis; During the war, 
there was, of course, some co-operation between the 
Allied central banks and also between the Reichsbank 
and the other banks of issu^ of Germany’s allies. It 
was not until after the war, however, that a systematic 
movement began, with a view to facilitating the stabil- 
isation of currencies. It was largely, if not exclusively, 
due to the initiative of Mr. Montagu Norman, Governor 
of the Bank of England. He has fulfilled a histoiical 
part, the importance of which cannot .be sufficiently 
appreciated. It was largely through his personal friend- 
ship with the late Mr. Benjamm Strong, Governor of 
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the Federal Reserve Bank of New York, that the 
United States was gradually iaduced to co-operate to 
some extent — ^financially if not politically — ^in Euro- 
pean aSairs. Most of Mr. Norman’s work for recon- 
struction was done behind the scenes, and owing to 
his dislike of publicity, neither his contemporaries nor 
posterity will be able to judge the full significance of 
his activity. 

The movement of co-operation began as a one-sided 
support of the weak banks by the strong ones, but 
gradually developed into a system of reciprocal sup- 
port. It began as the alliance of a select group of lead- 
ing institutions, but gradually came to include almost 
all European central banks. Nor was it confined to 
Europe. Apart from the Federal Reserve system-^and 
more particularly the Federal Reserve Bank of New 
York — ^which played a leading part in it from the very 
onset, the Japanese and Egyptian banks of issue were 
also included. A number of central banks which availed 
themselves of the support were soon in a position them- 
selves to help others in co-operation with the group 
that gave them assistance. Although it was one of the 
unwritten r^les of the movement that only central 
banks on a gold basis should participate, on several 
occasions central banks of countries with inconvertible 


paper currencies were also admitted. The tendency 
pointed towards the inclusion of all central banks within 


and outside Europe. 

( There_^were two mam objects in view of those 
directing the movement. The one was the support of 
ecflnomic reconstruction and monetary jstabilisation. 
The other was the prevention of' 
by centjgd Jbainks^*Ther6 was also a secondary object, 
wHch was*a means to an end rather than an end itself, 
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*.e., the estabKshment of closer business relations be- 
tween central banks. At the same time, the co-opera- 
tion of central banks also helped to solve the problem 
of the reparations transfers, 

*^though. the prominent part played by the League 
of Nations in the economic reconstruction is generally 
known, comparatively little has been written of the 
highly important part played by the central banks 
which jomed forces to that end. The above-mentioned 
case of the Austrian reconstruction duly illustrated 
the significance of the services rendered. The advance 
placed at the disposal of the Austrian National Bank 
enabled Austria to benefit by the loan months before 
it was actually issued. Even after the issue of the Re- 
construction Loan, the Bank of England continued to 
support the Austrian National Bank by placing funds 
at its disposal. Similar services were rendered to the 
Hungarian National Bank. It is imderstood that the 
Bank of England returned the interest paid on its 
advances to these iustitutions, for the benefit of their 
pensions fund. 

In the case of both Austria and Hungary, the sup- 
port was given by the Bank of England a]pne, without 
the co-operation of other central banks. When Ger- 
many’s turn came, however, a group of central banks 
was formed to support the Reichsbank by means of 
placing capital at the disposal of the Gold Discount 
Bank. The number of participants continued to in- 
crease as there were more and more banks in a posi- 
tion to help others. The stabilisation of the Belgian 
franc, the lira,, the zloty, the drachma, etc., was carried 
out through the aid of the credits granted by the 
growing group of central bailks. Tiiis time, there was 
no question of an advance, merely of a credit to be 



n CO-OPERATION BETWEEN CENTRAL BANKS 15 

• 

drawn upon if and when necessary for the purpose of 
maintaining the stability of the exchange. In the case 
of the restoration of the gold standard in Great Britain, 
the support was granted exclusively by the Federal 
‘Reserve system. 

Although the efforts of central banks were gener- 
ally conducted within the framework of the League of 
Nations schemes, on occasions they acted independ- 
ently. In the case of Poland, for instance, a scheme was 
worked out without the assistance of the League of 
Nations. Nevertheless, the Bank of England lent its 
support, and participated with a considerable amount 
in the credit arranged by a group of central banks for 
the Bank of Poland. The same was the case in the 
Rumanian stabilisation scheme. Notwithstanding the 
fact that the Rumanian Government gave its prefer- 
ence to the Franco-American scheme and that the 
Bank of England was in favour of a League of Nations 
scheme, the latter took a due share in the credit 
arranged for the National Bank of Rumania. 

Similar credits were granted in the case of the stabil- 
isation of the Bulgarian and Estonian currencies imder 
the auspices of the League of Nations. In the case of 
Greece, the settlement of refugees from Asia Minor 
and other parts of Turkey was financed to a great 
extent with the aid of advances granted by the Bank 
of England. The Bank of’Danzig has also been largely 
supported by the Bank of ^i^iigland, especially during 
the early stages of its career. 

AJ-^ough the merits of the work of co-operation, 
between central banks in the restoration, of stability 
in Europe are incontestable, their action did not escape 
occasional criticisnf. They were reproached with bemg 
too dictatorial towards the countries which needed 



16 BANK FOR INTERNATIONAL SETTLEMENTS ch. 

t 

' tlieir support. It was probably for this reason, and 
also because it was considered a sign of inferiority 
to be supported by sucb means, that several coun- 
tries, wMcb were able to do without the support of 
the group of central banks, obtained support from 
other quarters. For example, the Danish National 
Bank stabilised its exchange with the aid of credits 
granted by Hambros Bank and American banking 
mterests. ,'The Bank of Spain preferred to deal with 
Anglo- Ailaerican bankmg groups headed by the Mid- 
land Bank and Messrs. J. P. Morgan & Co. It was said, 
and not without reason, that the principles of the 
Finance Committee of the League — which were largely 
inspired from Threadneedle Street — were too dog- 
maliic, and failed to take into consideration the differ- 
ence between a financially developed and undeveloped 
countries. The insistence of the authorities, for m- 
stance, in the case of Bulgaria and Estonia, that the 
central banks should be controlled by private share- 
holders mstead of the Government has caused both 
countries considerable inconvemence, as it was not in 
accordance with local conditions. In the long run, 
however, the countries concerned are likely to benefit 
by the rules imposed upon them contrary to their 
immediate convenience, not only for the private con- 
trol of the central banks, but also for the detachment 
of business which was not within the sphere proper 
to a central bank. Although conditions in some coun- 
tries are not sufi&ciently advanced for a pure central 
bank, the establishment of such an mstitution under 
foreign pressure will itself accelerate the progress 
towards more developed conditions. 

Beneficial as the dictatorial meiSiods of the Finance 
Committee and the group of co-operating central banks 
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were, the countries in need of their assistance have 
gradually become less and less inchned to submit to 
them. In cases of emergency, they may reluctantly 
consent to accept dictation from outside. The more 
conditions approach the normal the less are they hkely, 
however, to accept mterference inconsistent with their, 
dignity, fit has therefore beceme desirable at this stage 
to devisb arrangements whereby the countries wanthig 
support could participate in the authority which deter- 
mmes the terms of the support. To. ask for and receive 
assistance would thereby become less humiliating, and 
unpopular terms would become more palatable. This is 
one of the rmsons d’etre of the Bank for International 
Settlements. ' 

Adnnttedly, the assistance given by central banks to 
countries desirous of stabilismg their currencies was 
not prompted exclusively by considerations of pure 
philanthropy. It was to the mterest of the countries 
on a gold basis that the greatest possible number of 
countries should adopt the gold standard If there are 
only two free gold markets they have to stand the full 
burden of fluctuating demand, while if there are a 
number of comjiaratively free gold markets the burden 
is more evenly distributed and the principal gold 
markets are relieved of part of the pressure. Up to 
now, however, this benefit.has not shown itself to any 
noteworthy extent, because most central banks which 
have returned to the gold stsmdard have been buyers 
rather than sellers of gold, in order to replenish their 
reserves. Thus, while in the long run the mitiators of 
the movement of co-operation will benefit by their 
action, for the time ,being they suffer from the addi- 
tional demand for gold or central banks which they 
assisted in tKeir task of restoring the gold standard. 

0 
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i This brings ns to what is the second principal aim of 
the movement of co-operation: the regulation of de- 
mand for gold by central baniis, in order to avoid a 
scramble Most central banks are authorised to include 

f 

foreign exchanges into their gold reserves, but there is 
>-a tendency on the part of most of them gradually to 
replace these currencies with actual gold. In possession 
of considerable balances in foreign centres — especially 
in London and New York — ^they are well able to draw 
upon the gold resources of these centres. Although the 
principal holders of gold are willing to assist these 
central banks in their endeavour to build up their 
gold stocks, they have a natural desire to prevent any 
sudden demand upon their own resources. Even in 
the case of New York, the coincidence of heavy with- 
drawals by a number of foreign central banks could be 
embarrassing. In the case of London, even a compara- 
tively small withdrawal by central banks is incon- 
vement, because of the narrow margin with which the 
Bank of England has for some years been working. An 
understanduig has therefore been reached by which cen- 
tral banks undertake not to withdraw any gold from 
each other without each other’s con^nt. The same 
prmciple governs the earmarkmg and release of gold 
held by the Bank of England and by the Federal Reserve 
Bank of New York on accorgit of foreign central banks. 

The principle of non-interference with each other’s 
gold reserve has also been extended to the South 
African gold dealt with in the open market ia London. 
This gold has always been regarded as the natural 
source from which the Bank of England replenisBes its 
supply. For this reason, the other central banks have 
agreed not to make any purchases without the consent 
of the Bank of England, which carries out their buying 
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orders on their behalf. Whenever the gold is stated “to 
have been acquired for undisclosed destination” it is 
understood that the buyer is the Bank itself but the 
purchase was made on account of another central bank. 
It is to the interest of the central banks themselves 
that their demand for South African gold should be co- 
ordinated, so as to avoid eompetition, which would 
force them to pay a higher price. The order in which 
their requirements are met in the market is determined 
by agreement with the Bank of England, which takes 
due care of the interest and susceptibilities of all of 
them. For instance, knowing the harmless rivalry that 
exists between the Austrian National Bank and the 
Hungarian National Bank, the Bank of England en- 
deavours to get equal amounts for both institutions. 

This co-operation worked satisfactorily as far as the 
central banks of small countries are concerned. An 
example to show how far the spirit of co-operation 
is carried was provided by the gold purchases of 
the Bank of Poland in August and September 1929. 
Although sterling was then at a considerable discount 
in relation to the dollar and it would have been 
cheaper to bu^ the gold in London, the Bank of Poland 
met its requirements, amounting to about £1,000,000, 
in New York, overpaying to the extent of thousands of 
pounds, out of consideration of the difficult situation 
of the Bank of England. 

Unfortunately, the same considerate attitude has 
not always been noticeable on the part of all central 
banks. The principal offender against the co-operation 
has been the Bank of France, which withdr^ from the 
Bank of England apd purchased in the open market 
considerable amounts in 1927. An understanding was 
reached at the conference of central banks held at 
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Wasiiingtoii in July 1927, when the Bank of France 
agreed to abstain from making any purchases with- 
out the consent of the Bank of England. Since then 
there have been no direct purchases by any central 
banks (either from the Bank or in the market) which 
’coxdd be regarded as a violation of the principle of 
co-operation. 

\In spite of this, the state of affairs is far from ideal. 
There is nothing in the agreement between central 
banks to prevent the withdrawal of gold by means of 
special transactions disguised as commercial trans- 
actions.' In fact, the source of the embarrassment of 
the Bank of England in the summer and autumn of 
1929 was due exclusively to such transactions carried 
out by the Reichsbank and subsequently by the Bank 
of France. Although it is difficult to ascertain the exact 
extent to which either of these institutions was re- 
sponsible for the withdrawals of gold from London, 
there is no doubt that had the spirit of the Washing- 
ton agreement been followed, and not merely the letter, 
most of those withdrawals would never have taken 
place. The German withdrawals were officially de- 
fended on the ground that they were iK)t objected to 
by the Bank of England, while the French withdrawals 
\^ere explained as being the natural consequences of 
the withdrawal of private- balances from London, 
towards which the Bank of France adopted an atti- 
tude of strict neutrality. In an ideal co-operation, more 
is wanted than mere neutrahty towards obviously un- 
natural gold movements tending to embarrass another 
central bank. It is, thus, plain that co-operation has 
not reached perfection. The Bank for International 
Settlements will have, therefore, an opportunity in this 
respect also to fulfil a useful task. 
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An auxiliary means by wMch central banks bave 
been co-operating is tbe establisbment of closer bosi- 
ness relations with eacb other. Before tbe war there 
was fairly close co-operation between the central 
Banks of the members of the Latin Monetary Union 
and between the Scandinavian central banks, made, 
necessary by the regulation^ of their respective mone- 
tary unions. Apart from that, business relations be- 
tween central banks were the exception rather than 
the rule. The Reichsbank conducted most of its 
London bhsiness through the London branch of the 
Deutsche Bank, while other central banks also pre- 
ferred to make use of banking connections other tba.Ti 
central banks. jWhen after the war new central banks 
were estabhshed or the existing ones were recon- 
structed, the Bank of England requested them to agree 
to give, on a basis of reciprocity, exclusive representa- 
tion m Great Britain! The existing accounts of central 
banks were transferrM to the Bank of England. This 
has caused considerable ill-feeling among the joint- 
stock banks and financial houses which were thereby 
afiected. The foreign central banks themselves were 
also reluctant^ to give up old-established connections 
which worked to tbeir satisfaction, all the more as the 
facilities ofiered by the Bank of England did not always 
meet their requirements to the same extent as facdities 
ofiered elsewhere. ' 

It was considered desirable, however, from the point 
of view of closer co-operation, that the accounts of 
central banks should be concentrated in the hands of 
each* other. A number of central banks did not faU. in 
line with these requirements. The Bank of France is 
the most conspicuous ex^Seption. As it controls sub- 
stantial resources in London, it works with a large 
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mmber of banks. On tbe whole, however, it may be 
said that business relations between central banks are 
much closer than before the war. On the Continent, 
central banks have established accounts with each 
other For the first time in their history the Eeichsban^ 
*and the Bank of France recently established accounts 
with each other. The Eeichsbank has introduced a 
system facihtating the transfer of funds from one 
country to another through the intermediary of central 
banks. Most European central banks, whether or not 
■ on a gold basis,^ have joined this arrangement. 

Another auxiliary function of the co-operation of 
central banks was to facilitate the task of the Agent- 
Ceneral for Separations Payments of the transfer of 
funds. Little is known of the arrangements that have 
been made behmd the scenes to secure the smooth 
workmg of transfers. The fact that Mr. Parker Gilbert 
frequently participated in the conference of central 
banks mdicates that the association of the movement 
of co-operation with the reparations problem was fairly 
close. About this, however, more will be said in the 
nexi} chapter. 


Although the movement of co-operation of central 
banks has rendered invaluable services to the progress 
towards restoration of normal conditions, its short- 
co^gs have been evident.^It is at once too informal 
^d too vague in character. Its agreements have no 
^ indmg force and may easily be given too vague an 
mterpretation. Its working is too casual and clumsy. 

t oug the heads of central banks are anxious to 
mamtam personal contact, the meetings are verf few 
and far between, and are far from representative. 
Moreover, the movements bf prominent bankers are 
toUowed closely by the mternational press, and ex- 
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aggerated importance is occasionally attached to them. 
When the object of a journey of a bank governor is 
merely to discuss routine business as to co-operation, 
many people are inclined to scent something of great 
ilnportance, such as loan negotiations. The secrecy 
with which the movement is surrounded is, admittedly, 
largely responsible for this state of affairs. 

/The need for the creation of an organisation which 
TTOuld systematise the co-operation of central banks 
has been felt for some time. From the point of view of 
the co-operation of central banks, such an organisa- 
tion presents the following advantages J 

(1) It places co-operation on a systematic basis. At 
present there are no definite rules to govern it, no 
definite list of participants, no meetings at fixed inter- 
vals. The new organisation would replace the casual 
character of the movement by a systematic move- 
ment. 

(2) It provides a central administrative organisa- 
tion. At present there is no body engaged in organising 
and co-ordinating the movement. Although the mem- 
bers are likely to wish to retain their authority upon 
matters of principle, such an administrative body is 
certainly needed for routine work. 

(3) It facilitates personal intercourse of central i 
bankers. While in the course of the movement they 
only met about once a year, the new organ would 
provide an opportunity and a necessity for frequent 
meetings. 

(4) It will help to establish discipline among central 
banks. Although the body will have no p.ower to en- 
force its decisions any more than the Lg^gue, its exist- 
ence will none the less reduce the number of violations 
of the principles. To accept the ruling of the Bank 
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is less humiliating than to submit to the decision of 
individual central banks or groups of central banks. 

(5) It will render the movement more efficient. Much 
waste of time in the arrangement of credits, etc., can 
be avoided. 

(6) It may result m the restriction of the scramble 
W gold, and it may offej; a means to counteract the 
falhng tendency of the mternational price level. 

* (7) It will tend to increase the number of countries 

on a gold basis. Being excluded from participating 
in the share capital of the Bank will be a stigma of 
inferiority, and for this reason every central bank wfil 
be anxious to qualify for admission. 

(8) It wiU facilitate the exchange of statistical and 
other mformation. 

r 

It is thus obvious that, apart altogether from every 
other consideration, the interests of the movement of 
co-operation itself would justify the establishment of a 
central organ. 



CHAPTER III 


PEOBLEM OP EEPAEATIOKS 

iHepoee the war the intemational movement of capital 
assumed the shape of a fairly systematic flow from 
countries possessing a surplus to countries whose re- 
quirements exceeded their own supply. )A compara- 
tively small number of countries — ^in the first place 
Great Britain, and to a less extent France, Germany, 
Holland and Belgium — exported their surplus of capi- 
tal to the economically undeveloped countries, such as 
the British Dominions, Latm America, Chiaa, Russia, 
Turkey, etc. The payment of interest and principal 
often assumed the shape of fresh borrowing. Apart 
from cases where political or financial difficulties 
afiected the credit of borrowers who were unable 
to raise funds to meet maturities, everything went 
smoothly. The distribution of capital and the redemp- 
tion of debt were gradual processes, and did not disturb 
the intemational money market to any substantial 
extent. 

^Conditions underwent a fundamental change after 
the war. Germany is compelled by the Treaty to make 
huge reparation payments, while the Allied nations 
have to repay the amounts they borrowed- from Great 
Britain and the United States. The necessity of such 
debt payments has introduced a new factor in the 
foreign exchange market the importance of which 

25 
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is occasionally considerable; Tbe principal exchange 
wMch is affected by them is, of course, the Keichsmark, 
but it would be a mistake to underestimate its effect 
on the currencies of other countries which have to make 
such payments. 

It is characteristic of the spirit in which the Treaties 
and subsequent agreements were made that no appa- 
ratus whatever was provided for the purpose of dealing 
with this exceptional factor./ The transfers of repara- 
tion payments were allowed to take care of themselves, 
no matter what their effect upon the exchanges. This 
lack of foresight was largely responsible for the currency 
chaos which followed the Peace Conference, t 

It is impossible to ascertain the extent to which the 
Ruhr adventure was responsible for the final collapse 
of the mark, but there is reason to believe that it 
merely accelerated an inevitable process. The necessity 
of making huge payments and the inability to borrow 
abroad would m any case have brought about a col- 
lapse of the exchange, though without the effect of 
passive resistance in the Ruhr the decline would have 
been more gradual. 

The Dawes Committee in 1924 fuU^ realised the 
necessity of putting an end to this state of anarchy, 
i The Dawes Plan provided machinery to regidate the 
transfers of reparations payments so as to inflict upon 
the mark exchange the least possible harm. The Agent- 
General was charged withrthe collection of reparations 
and the choice of the most opportune moments for 
their transfer to the Allied creditors. Another appa- 
ratus, the Transfers Committee, was set up witbr the 
I object of stopping transfers as soon as they endangered 
(the stability of the Reichsmark. ' 

This system was incomparably better than the 
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regime of complete anarcliy in reparations transfers. 

I The German Government was relieved of the responsi- 
bility for transfers; its duty in respect of reparations 
was confined to making payments in Eeichsmarks^ The 
Sigent-General, in co-operation with the leading central 
banks, arranged the transfers so as to cause the least 
possible inconvenience in the foreign exchange markets. 

As the application of the Dawes Plan coincided with 
an unprecedented inflow of foreign funds into Germany, 
the efficiency of the system established in 1924 did not 
undergo a real test until early in 1929, when external 
borrowing was checked. It soon became apparent that 
Germany could not continue to make reparations 
payments for any length of time unless it was made 
possible for her to borrow abroad at the same time. 
Thus it appeared that the fact whether or not the 
transfers of reparations payments disturbed the ex- 
change depended not so much on the efficiency of the 
organisation of transfers as on fluctuations in the inter- 
national loan market. But for the replacement of the 
Dawes Plan by the Young Plan, the clause of the 
former providing for the suspension of transfers might 
have had to.be apphed in order to avoid another 
collapse of the Reichsmark. 

It is obviously undesirable that the continuity of 
reparations transfers should be made dependent upon 
such fluctuations in the international loan market. To 
some extent this is unavoidable, especially so long as 
the payments exceed considerably Germany’s normal 
resources. The influence of the caprices of the capital 
market can be moderated, however, by means of the 
co-operation of central banks to facilitate transfers. So 
long as there is no'centikl organisation to direct this 
co-operation, it would be a slow and cumbersome pro- 
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cess to enlist tlie support of all central banks to assist 
Germany during a period of transfer difficulties. To 
overcome tins disadvantage, the continuous existence 
of an organisation equipped witk tbe powers proper to 
that purpose is necessary. The same organisation is 
destined to act as trustees for reparations payments, 
and to assist m the commercialisation of reparations 
payments as well as in the financmg of deliveries in 
kind. 

A change in the system of reparations payments was 
also made necessary by the greater weight which 
Germany had come to occupy m mternational relations. 
Immediately after the war, Germany was regarded as 
a nonentity in international politics, to be subjected 
to any humiliation by her late enemies. This attitude 
reached its culminating pomt in the Ruhr adventure. 
Since 1924 Germany has been making immense pro- 
gress towards the restoration of her political prestige. 
She was admitted to the League of Nations m 1926, and 
was immediately given a seat on the Council among 
the other leading Powers. Once more her voice carries 
considerable weight in international conferences. In 
such circumstances, it was politically impossible to 
maintaia a humiliating system of control, such as had 
been established by the Dawes Plan. That system had 
its justification in History, both from an economic and 
a pohtical point of view, as an intermediate phase. By 
the march of events the need for its revision became 
evident. Naturally enough, the German Government 
was as anxious to be relieved of this remmder of its 
recent pohtical inferiority as to terminate the Rhine- 
land occupation. 

The obvious alternative to the 'control established 
by the Dawes scheme appeared to be a return to the 
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state of anarcliy that existed previous to the Londou 
Agreement of 1924. Although the amount of 'the 
annuities had been reduced to more normal figures, it 
would none the less have been hazardous to resort to 
a complete laissez-faire in the matter of transfers. The 
problem before the Experts Committee in Paris was 
find a solution consistent with the dignity of Germany, 
without, at the same time, causing trouble in the 
foreign exchange market, pne possible solution would 
have been the establishment of a Transfers Of&ce — a 
reconstructed Eeparations Commission upon which 
Germany would possess a seat. The predominantly 
political character of such an organ would have made 
it, however, hardly an acceptable solution from a 
German point of view. It was necessary to form an m- 
stitution which should be non-political in form at least, 
and in which, if possible, neutral countries should also 
participate. It was also considered desirable that the 
institution to be established should confine its func- 
tions, as far as transfers are concerned, to assisting the 
German Government if and when it became necessary, 
leaving the responsibility for the transfers with the 
debtor nation^ 

The necessity for the establishment of a speciaF 
international organ for the management of reparations 
payments has thus coinQided with the necessity for 
the creation of an organ for the co-operation of central, 
banks. It was, therefore, the natural consequence of 
the trend of evolution when in the spring of 1929 a 
plan was put forward for the combination of the two 
purposes in the same body. As we pointed out in the 
previous chapter, central banks had during the past 
few years been forced to concern themselves in the 
problem of reparations transfers. From this point of 
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view, therefore, the difierence between the old posi- 
tiori and the new will be largely one of degree. 

, ^As the object of the co-operation of central banks is 
* to regulate anything tending to disorganise exchanges^, 
t they should extend their activities over aH war debt 
^p)ayments.^t is, therefore, desirable that the new Bank 
I should take charge not only of reparations but also of 
inter- Allied debts ^Although less troublesome than 
reparations, the transfers required by these payments 
are also large enough to cause inconvenience to the 
international markets, and their regulation by the new 
Bank would be a progressive step. The combination of 
inter- Allied debts and reparations would also have the 
advantage of lessenmg the humiliatmg character of 
thedatter for Germany and other nations which have 
to pay reparations. No special provision has been 
made to extend the Bank’s scope in this direction, but 
the organisation is clearly fitted for it, and is likely to 
be applied accordingly sooner or later. 

The combmation of the functions of a central office 
for central banks with those of an office for reparations 
payments has been severely criticised on the ground 
that it combines two morally and materjially mcongru- 
ous matters. The point has been made that, whereas 
co-operation between central banks is a product of 
idealism, the endeavour to esxact reparations is a sur- 
vival of a spirit of hostility. It has been feared that 
the one -will prove incompatible with the other. But 
reflection makes it impossible to regard the problem in 
this way. Keparations, it is true, are an unpleasant in- 
heritance from the war, and the sooner the world fs rid 
of them, as well as of inter- Allied debts, the better. 
This does not mean, however, that the handling of re- 
parations payments would compromise the institution 



HI PROBLEM OF REPARATIOiiS 31 

wMch. tas for its object to bring nations together in 
friendly co-operation. 

It is most imlikely that either of the two currents 
which have together created the plan for the Bank 
would have been strong enough by itself to overcome 
the general hostihty of public opinion and ofl&cial 
circles against bold innovations. A Reparations Bank, 
with its task limited to receiving and distributing re- 
paration annuities and other functions associated with 
reparations, would be merely another name for the 
combination of existing reparation authorities. The 
movement of central banks is not sufficiently known 
or appreciated outside the circle of those directly con- 
cerned to enable its leaders to obtain sufficient support 
for its concentration into an International Bank.ffihe 
combination of the two purposes was, therefore, a 
necessary evil. It is, moreover, a temporary state of 
afEairs; reparations will not go on for ever, while it 
is to be hoped that the existence of the Bank will be 
permanent. 



CHAPTER IV 


THE BANK PLAN IN THE YOUNG EEPOET 

When in Marcli 1929 tEe Committee of Reparation 
Experts announced its intention of suggesting the 
establisEment of an International Bank, a section of 
public opinion was inclined to interpret tbe statement as 
an indication of tbe failure of tbe Conference to arrive 
at a solution of tbe main problem of reparations. It was 
believed that tbe Committee, having arrived at a dead- 
lock upon tbe task for wbicb it was summoned, was 
trying to save appearances by producmg an agreement 
on a side-issue. Newspaper comments declared that tbe 
estabbsbment of sucb an organisation would not in tbe 
least contribute to tbe solution of tbe problem as to 
tbe transfer of reparations payments: all it could do 
would be to combine tbe existing reparations organisa- 
tions, and to give them a new name. Tbis interpreta- 
tion of tbe announcement was, however, hardly justi- 
fied. It would do less than justice to tbe experts to 
suppose that they put forward tbe Bank scheme as a 
last refuge in order to avoid having to acknowledge 
their complete defeat. In fact, an agreement upon tbe 
Bank by itself would have been valueless witbou'c an 
agreement on tbe reparations problem as a whole. 
Although it constitutes tbe ’most important innova- 
tion as compared with tbe Dawes scheme, it would 
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not liave been practicable without a general agreement 
on the wider issues. 

Undoubtedly, in the course of the vicissitudes of the 
Paris negotiations, there were many moments when 
it? seemed that a deadlock had been reached. But the 
Bank scheme was not intended to mask the failure of , 
the Conference. The iatroductory remarks of the Young 
Report give an acceptable explanation of the process 
by which the Conference was led to the conclusion 
which elaborated the Bank scheme as part of the re- 
parations scheme. The experts realised the di£6.culties 
of estimating the limits of Germany’s capacity to pay, 
without knowing whether or not there would be an 
adequate organisation to deal with situations of emer- 
gency. In other words, a higher figure for the total 
sum payable as reparations would be more acceptable 
to Germany if provisions were made for obtaining 
temporary relief without either having to depend upon 
lengthy and complicated diplomatic procedure or 
having to submit to any humiliating form of control. 
To the creditors a reduction of the annuities was more 
acceptable if it was compensated for by the creation of 
an organisation calculated to increase the possibility of 
the payment oi these reduced aimuities. \Thus, before 
continuing the discussion of the amount of conditional 
and unconditional aimuities, it was found advisable 
to determine the nature of this organisation. 

It is, of course, true that, in itself, jfihe Bank does not 
solve the problem of transfers. But the character of a 
Bank for International Settlements seemed to offer a 
more* hopeful solution than any altematiye scheme.^ 
Such an institution might, to some extent, increase 
Germany’s capacity to pay, and might help to improve 
the efficiency of the reparations system. The advan- 
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tages of tlie inclusion, of th.e Bank sckeme in the Young 
Plan, from the point of vie-w of reparations, may be 
summarised as follows: 

(1) By unifying tbe existing clumsy, complicated 
and cumbersome reparations organisations, it simpli- 

„ fied tbe whole reparations problem. Tbe elimination of 
some of tbe organisations set up by tbe Dawes scheme 
should result in economy in expenses. Tbe concen- 
tration of all functions connected with reparation 
payments in tbe bands of one single body is more eco- 
nomical and more efficient. A Bank is more suitable 
than any other organisation to act as trustee for tbe 
reparations payments. 

(2) ^^ will be of great help in tbe commercialisation 
and mobilisation of tbe reparations debt. Once tbe 
principles on which tbe commercialisation may take 
place are laid down, it is necessary to have a per- 
manent organ to carry out tbe mobilisation of tbe 
debt as and when opportunity arises / Although tbe 
Bank will have to consult with tbe Governments 
concerned before undertaking tbe mobilisation of any 
part of tbe debt, it is a much simpler procedure than 
tbe negotiation of an agreement through diplomatic 
channels. Considering that any delay may result in 
tbe missing of tbe psychological moment for such 
transactions, tbe importance of a permanent and 
business-like organisation in charge of tbe matter 
cannot be sufficiently emphasised. 

(sf It wiU play an important part in tbe direction, 
control and financing of deliveries in kind. By grant- 
ing advances to tbe fiirms engaged in making such de- 
liveries, it will greatly facibtate these operations^ 

(4) It wiU provide an authority able to advise tbe 
creditor Governments as to tbe German Government’s 
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declaration of its inability to continue the transfer of 
postponable annuities. • It would perhaps have been 
desirable, from the point of view of the debtor, that 
iustead of appointing a special committee for that 
purpose, consisting only of the experts of countries 
directly concerned, the Board of Directors of the Bank • 
itself should have been authorised to fulfil this func- 
tion. But such a solution would have accentuated 
the political character of the Bank, which had to be 
avoided. 

(5) , It will give Germany assistance to avoid the 
necessity of suspending transfers, if her difficulties 
appear to be of a temporary nature^ Under the Dawes 
scheme, temporary difficulties — such as were experi- 
enced in the spring of 1929, when temporary factors 
caused a depreciation of the Reichsmark and resulted 
in a heavy efflux of gold — may necessitate the sus- 
pension of transfers ; while under the Young Plan 
assistance in the form of credits would be provided for 
such cases. 

(6) It will take charge of the investment within 
Germany of Reichsmark payments made by the Ger- 
man Government during the period of suspension of 
transfers. 

(7) tit win create additional facilities for German 
exports by facilitating the reconstruction of certain 
countries and the fresh development of others^ Upon 
this subject the wording of the Young Plan is rather 
vague, and it gives no indication whatever as to the 
schemes that its authors may have had in mind. 

(8) Yt will contribute, out of its profits, towards the 
payment of the last 22 annuities. Whether or not these 
profits wiU be of import it is impossible to foretell. 
Should the activities of the Bank attain a very large 
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scale, the profits accumulated at compound interest 
ma‘y provide an important contribution towards the 
relief of Germany from her reparations debt. 

(9) tlt will reduce considerably the political character 
of the reparations problem, though few people will 

- agree with the Young Report that it altogether elimi- 
nates the political element. I 

(10) It has increased neutral elements in the ad- 
ministration of reparations. While some of the appoiut- 
ments made rmder the Dawes scheme were neutral, 
from this poiut of view the composition of the Bank’s 
Board and its shareholders represents distinct pro- 
gress. 

(11) f It win tend to improve financial relations be- 
tween former belligerents, by the establishment of a 
permanent link between their financial authorities. 
Personal intercourse between the heads of central 
banks of political rivals will tend to lead to a better 
understanding. ^ 

(12) It may’ prevent a fall in the international 

price level and may thus avert a corresponding in- 
crease m the burden of reparations and inter- Alhed 
debts. ^ 

The plan produced by the Young Committee, though 
mcomparably superior to the Dawes scheme, is far 
from ideal. Possibly, and eyen probably, it is not the 
final solution of the reparations problem, but it pro- 
vides the means for testing the application of the re- 
duced annuities within the next few years. 

The Young Plan discrimmates between what are 
the essential and obligatory functions of the Bank, 
namely, those connected with reparations, and its 
auxiliary or permissible functions, which are largely 
the contmuation of co-operation between central banks. 
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The Keport recognises, however, that no clear distinc- 
tion is possible between the two sete of functions, 
because the first leads naturally into the second, on 
account of the necessity of assisting Germany in case 
of temporary transfer difficulties and of creating addi- 
tional facilities to increase her capacity to pay. The. 
Paris experts foresee a gradual increase in the relative 
importance of the auxiliary functions of the Bank, 
and express their belief that a time will come when 
these functions will overshadow the reparation func- 
tions for which, the Bank was primarily created. 

Without minimising the importance of the Bank as 
a channel for the liquidation of reparations, it seems 
that, for the business community, the so-called “auxili- 
ary functions” are by far the more interesting and-im- 
portant. The change in the system of reparations mainly 
concerns Governments. It does not duectly afiect the 
business world or the man in the street, nor does it 
excite the imagination of the public. On the other 
hand, the international banking activities of the insti- 
tution are calculated to exercise a direct effect upon 
the actual financial situation, and upon the system of 
international financial intercourse. Owing to the com- 
plete uncertainty of the extent and the nature of this 
activity, it attracts much more interest, even outside 
the business world, thap. the reparations functions 
which have their well-defined limitations. 

The non-reparations functions of the Bank, as fore- 
shadowed by the Young Plan, are discussed in detail 
in the next chapter. 

Annex I. of the Young Eeport indicates the out- 
lines of the organisation of the Bank for International 
Settlements, and will remain, notwithstanding subse- 
quent modifications, the foundation upon which the 
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detailed structure of the Bank has been. buHt. It 
deserves, therefore, special attention. 

^ I Part I. applies the name as “Bank for International 
Settlements’*^ instead of “Bank for International Pay- 
ments”, as was originally suggested. The choice of the 

,name is satisfactory, in that it covers the reparations 
functions of the Bank, without emphasismg them 
specifically, so that the original name can be retained 
after the reparations functions have ceased. An alter- 
native would have been to call the Bank simply the 
“International Bank”, but, because there are already 
several banks with that title, the choice of a new name 
was desirable. 

The purpose of the Bank is declared to be to pro- 
vide additional facihties for international financial 
relations and to assist the administration of the 
Yoimg Plan. The terms are sufiS.ciently vague to allow 
the extension of the Bank’s activities should circum- 
stances make it desirable. No provision was made for 
the location of the Bank, because the experts were 
unable to come to an agreement at the Paris meeting. 

^ Part II. (deals with the share capital, which is fixed 
at the equivalent of $100,000,000, of which 25 per cent 
is to be paid up. ■ At first sight, a sum of £5,000,000 
may appear as inadequate for the initial capital of a 
bank of the importance of the Bank for International 
Settlements. It mdicates, however, that the authors 
do not wish the Bank k) embark upon unduly am- 
bitious schemes at the very start. The distribution of 
the shares between the various countries is calculated 
to retam the control m the hands of the seven coufitnes 
responsible for the scheme. Other participants may 
include countries interested in reparations and coun- 
tries on a gold or gold exchange basis, but their total 
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interest can never exceed 44 per cent of the share 
capital. Although the central banks who will subscribe 
the share capital are enabled to pass shares on to the 
public i£ they do not desire to keep them as an invest- 
3 nent, the central banks will retain the voting right 
attached to the shares. 

Part III. provides for the establishment of the 
Organisation Committee, on which the seven countries 
are to be represented on a basis of equality. The task 
of the Organisation Committee was described as the 
elaboration of the statutes and charter, and the mak- 
ing of all preliminary arrangements required imtil the 
Board of Directors actually takes charge. 

Part IV. indicates the scope of the Board of Directors 
and Management. The Board of Directors are given 
exceptionally wide powers. They are even entitled to 
modify the statutes so far as such alteration is not 
mconsistent with the provisions of the Young Plan. 
(This power has subsequently been curtailed by the 
i Organising Committee.) The experts, anxious to safe- 
guard the independence of the Bank from political 
influences, declared that the functions of Directors 
were incompatible with those involving national politi- 
cal responsibilfties. To maintain the essentially Euro- 
pean character of the institution, they stipulated that 
all Directors should be resident in Europe, or should 
at least be in a position to attend Board meetings 
regularly^* 

The composition of the Board is such as to give to 
the seven original coimtries a voting strength greater 
than'" their participation in the share capital of the 
Bank. WMle they are to take 56 per cent of the 
shares, they obtain 16 seats out of 25 on the Board, 
which is equivalent to 64 per cent of the votes — 
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omitting tlie casting vote of the Chairman. This does 
not necessarily mean, however, that the interests of 
the small participants will be sacrificed, as there will 
seldom be unanimity among the seven principal parti- 
cipants when questions of importance are at issue. 
Moreover, inasmuch as for every decision of import- 
ance a majority of two-thirds is required, the sixteen 
Directors representing the seven principal countries, 
even if tmanimous, will have to obtain the support of 
at least one Director representing smaller holders in 
order to obtain the necessary two-thirds majority. 

It is interesting to note that the Board is not meant 
to consist exclusively of bankers, but is to include the 
representatives of industry and commerce, in accord- 
anee with modem tendencies. 

Part V. deals with the various categoi;ies of deposits 
which the Bank is entitled to receive. They include 
deposits on annuity account from the creditor Gove m- 
mehts, ordinary deposits from central banks, depqsiits 
o n cle aring Accounts from central banks, consisti ng of 
gold, deposits m connection with the Bank’s rep ara- 
tion functions, and a special deposit from the German 
Government. The Bank has the right jbo pay interest 
on deposits not liable to withdrawal except on one 
month’s notice. In this respect it differs from many 
central banks. The rate of interest will vary according 
to the nature of deposits. 

Part VI. is of special importance, as it enumerates 
some of the operations the Bank is entitled to under- 
take. The list IS by no means exhaustive, and the 
Board of Directors is entitled at its discretion fb in- 
clude others. Of vital importance is the clause whereby 
the central banks are entitled to veto any transaction 
of the Bank in their currency or with their country. 
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Tlie Bank is entitled to buy and sell gold coin and 
bullion, wbicb may be interpreted as an indication 
that the authors of the scheme had in mind the 
establishment of a gold reserve. It is also entitled to 
earmark gold on account of central banks, which fore- 
shadows a scheme of international gold clearing. The- 
Bank may deal in biUs and other short-term obliga- 
tions, it may open deposit accounts with central banks, 
may rediscount bills presented by central banks, may 
make advances to central banks on security, it may 
buy and sell long-term securities (other than shares). 
It may issue obhgations which have mvestments in 
Germany as collateral security, or other long- or short- 
term obligations of its own. The terms of this article 
are rather vague, and provide no safeguard against 
the possibility of competition with existing banks. 
The only restriction specifically mentioned, in addi- 
tion to the veto of central banks, is that which forbids 
the Bank to acquire a predominant control over busi- 
ness interests in any country. If the Young Eeport 
had included provisions limiting the Bank’s scope — 
of the kind which were subsequently included in the 
statutes — much of the adverse criticism which fol- 
lowed the publication of the report could have been 
avoided. 

Part VII. deals with the general aspects of the 
Bank’s Trustee functions, which are to include the 
service of the German Exfemal Loan of 1924, the 
various certificates and obligations to be issued by 
Germany in connection with the Plan, and the service 
of annuities. The same article deals with 'the Bank’s 
functions as regards dehveries in kiad, the convoca- 
tion of the Special Advisory Committee in case of sus- 
pension of transfers. The Bank may act as Trustee 
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under special agreements, either at the request of 
Germany, or any creditor Government, or any central 
bank. 

Part VIII. deals in detail with the Bank’s functions 
as depositary for the service of the German annuities. 
•It describes at some length the process of collection 
and distribution of annuities. While the international 
banking functions of the Bank are left largely to the 
judgement of the Board of Directors, its reparation 
function is subject to precise regulations. 

Part IX. deals with the agency fimctions of the 
Bank, either on behalf of central banks, or on behalf 
of creditor Governments desirous of mobilising their 
share of the reparations bonds. Its relations with 
cerftral banks are based on the principle of reciprocity ; 
while in the relation of a central bank with other banks 
it is always the latter that acts as agent on behalf of 
the former — ^being a bankers’ bank — ^in the case of the 
relations between central banks and the Bank for 
International Settlements services of the same kind 
are mutually rendered to one another. 

In regard to the mobilisation of annuities, the Bank’s 
task is to advise the Governments wh^her or not the 
moment is opportme for such operations, and to get in 
touch with the central banks in whose countries the 
issue is to be made. Should a rireditor Government wish 
to issue reparations bonds in its own market only, the 
Bank’s task is confined t(5 the creation of bonds, while 
the operation is handled by the particular Government 
concerned. 

Part X. determines the reserve requirements o1 the 
Bank. Curiously enough, it fixes a minimum ratio such 
as applies in the case of some, central banks ; the per- 
centage fixed by the Young Report is 40 per cent for 
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siglit liabilities and 25 per cent for time deposits. As tbe 
reserye may include, in addition to gold, short-dated 
securities in gold currencies, the fixing of a TniniTniTm 
ratio does not seem to have any useful purpose, for the 
Bank is obliged in any case to hold practically aU its 
assets in the shape of such securities. As the Bank for 
International Settlements is no't a bank of issue, it does 
not seem necessary to fix a minimum reserve ratio. 
(The provisions in this respect were omitted from the 
statutes of the Bank.) 

Part XL deals with the distribution of profits. The 
shareholders are entitled to a cumulative dividend of 
6 per cent, while the maximum dividend they can 
expect is 12 per cent. After making ample provisions 
for reserves, the remaining net profits are to be used, 
to the extent of 75 per cent to remunerate the time 
deposits of the Government or central banks of the 
creditor countries or of Germany, and to the extent of 
25 per cent to accumulate a special fund for the reduc- 
tion of the last 22 German annuities, provided that 
Germany deposits with the Bank 400,000,000 Reichs- 
marks. 

Part XII. contjiins some general provisions as to the 
termination of flie Dawes regime, the balance-sheet and 
the auditing of the Bank’s accounts, and arbitration in 
case of disagreement. 

Other sections of the Young Plan make also freq^uent 
reference to the Bank for International Settlements, 
when dealing with various aspects of the Plan m which 
the Bank is to play some part. The importance of the 
-Bank plan in the proposed rdgime can be measured by 
the space its description occupies in the Yoimg Report. 



CHAPTEE V 


SCOPE OE THE BANKESTG DEPARTMENT 

I While the duties of the Bank in the handling of re- 
parations — ^which will be carried out by its Eeparations 
Department — are strictly defined, the Young Keport is 
rather vague as to its tasks in the general field of inter- 
national banking, which wiU be carried out by its Bank- 
ing Department! The exact nature of the services it can 
usefully perform in that direction will be ascertained 
by experience. It is, nevertheless, possible to form a 
general conception as to the principal tasks it is meant 
to fulfil. The statutes of the Bank give little positive 
information, but there are some fairly clear indications 
in the Young Eeport as to what were the intentions of 
the authors of the scheme. It is necessary to emphasise 
that those who credited them with the intention of 
trying to produce a miraculous remedy able to heal 
our present-day economic evils do not do justice to 
their sense of reality. The work marked out for the 
Bank is work of a sort that is already being performed 
to some extent by existing organisations such as central 
banks and the League of Nations. The difference will be 
one of degree rather than of kind, so long as the Bank’s 
activities do not overstep the limits planned for them 
by the authors of the scheme. 

It is, of course, possible that, under a too ambitious 
management, the Bank would disregard the intentions 
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of its origiaators, and would embark upon adventurous 
schemes, or would lose its sense of proportion as to the 
extent to which its expansion is sound and safe. We 
propose to deal with these possibilities in another 
chapter. Here we confine ourselves to the normal 
functions of the Banking Department. 

^he following are some of the most obvious tasks 
'which lie within the scope of the Bank : 

(1) Assistance to countries wishing to restore the 
gold standard. 

(2) Assistance in the maintenance of a gold standard 
in case of emergency. 

(3) Assistance in the relief of temporary pressure. 

(4) Establishment of an international gold clearing 
system. 

(5) Eegular collection and exchange of iaformation 
upon the international monetary situation. 

Although many countries have restored the gold 
standard since 1925, either through their own efiorts or 
with the aid of central banks and the League of Nations, 
there is stiU much left to be done in this direction. 
Countries which have yet to achieve legal stabilisation of 
their currencies are Spain, Portugal, Brazd, Yugoslavia, 
and Turkey f.th^ank could perform invaluable services 
in assisting them. It is most desirable that this task 
should be left to the Bank, and that individual central 
banks should not compete with it in this respect. There 
has already been too much rivalry between centralbanks 
in the past — ^inspired by political or other considerations 
— to play a prominent part in the financial reconstruc- 
tion *bf certain countries. Once there exists a special 
organ in which all leading central banks participate, 
1 which has for one of its main tasks the assistance of the 
I stabilisation'of currencies, any attempt by a particular 
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central bank to secure a moral stronghold in any 
country by undertaking the stabilisation of its currency 
should be inadmissible, as it would necessarily be 
detrimental to the interests of the new institution and 
to the spirit of co-operation which is the conditio sine 
qua non of its success. 

As the departure from gold standard of any country 
which had returned to it exerts a demorahsing effect 
and tends to create distrust towards the stability of 
the gold standard in other countries, it is of a great 
importance that, in any cases of emergency, the Bank 
should come to the rescue. The Young Plan makes it 
the duty of the Bank to assist Germany if difficulties 
arise, and points out that the case of Germany is by 
no^means the only opportunity before the Bank. It 
is much easier to obtain support that is urgently 
wanted from the Bank than to be forced to organise 
specially a group of central banks for that purpose. 

While the support of the Bank should be employed 
in the first place to relieve emergency when the sta- 
bility of a currency is in danger, it should also serve as 
far as possible to bring relief in less extreme cases. 
Those countries in which there is imminent danger of 
the suspension of the gold standard should have a 
prior claim to the support of the Bank, but, so far as 
possible, countries suffermg^from any temporary em- 
barrassment which does not amount to emergency 
should also benefit by its assistance. In fact, it is to 
be hoped that, after the restoration of international 
financial stability, cases of emergency will be very rare, 
and the support of the Bank will be used as the normal 
means to assist central banks to meet seasonal press- 
ure upon the exchange or any other inconvenience. As 
commercial banks regard their re-discounting facility 
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with the central bank as the ultimate means, to which 
they only resort if other means are exhausted, similarly 
central banks should regard the Bank for International 
Settlements as their last resort. 

Formerly it was believed that the establishment of 
an international clearing system would necessarily 
involve the establishment of an international gold re- 
serve. The statutes of the Bank provide, however, the 
means for such a clearing system without the creation 
of any central gold reserve. The Bank is authorised to 
accept gold deposits on accoimt of central banks, and 
also to earmark gold ha the vaults of central banks on 
its own account. It is thus possible to have an inter- 
national gold reserve without establishing a central 
gold reserve. f^The Bank of England may, for instaupe, 
deposit £10,000,000 of gold on the books of the Bank, 
while the latter may leave the gold with the Bank of 
England.) This system will facilitate the transfer of 
gold from one central bank to another without having 
to make actual gold shipments. Chapter X. will deal 
in greater detail with this subject. 

Although the central banks which have been asso- 
ciated in the movement of co-operation have inter- 
changed statistical and other information — ^there was 
even an informal conference in Paris in 1928 to regulate 
this interchange — there has hitherto been no central 
authority to collect and distribute the material, and 
to examine it from an international point of view. 
The new institution will fiU a distinct gap in this 
respect. 

Apart from the tasks of the Bank which have been 
enumerated, there are others which are less obvious 
but which may become none the less feasible in the 
course of time. The following are a few examples: 
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' (1) To undertake the administration of all war debt 
payments. 

(2) To take an interest in the financial reconstruc- 
tion of Eussia and CMna. 

(3) To assume the role of trustee for aU debt services 
under international control — ^for instance in the case 
of the Greek external debt. 

(4) To appoint financial advisers to Governments 
and central banks. 

(5) To assume the control of the arrangements to 
prevent the counterfeiting of bank notes. 

(6) To publish precise information as to the practice 
of various central banks in the matter of gold ship- 

yments. 

» I It is disappointing that the Young Plan did not 
include among the duties of the new Bank the ad- 
ministration of all inter- Allied debts.^ The reason for 
this is that every Government is desirous to retain its 
freedom of action in that respect. But it would be per- 
haps possible to find a solution which did not interfere 
with their freedom of action and yet secured for the 
Bank the possibility of marshalling the transfers to the 
best advantage of all parties concerned. ■ 

The question of the financial reconstruction of 
Eussia under the existing regime is delicate and com- 
phcated, and cannot be considered apart from the 
sore question of the settlement of old claims. The time 
may come when a formula is found by which the Soviet 
Government will undertake the payment of an agreed 
compensation, provided that the creditor countries 
assist it in the task of duly increasmg its capacity to 
pay. No institution would then be more suitable to 
undertake the transactions required than the Bank for 
International Settlements. It would necessitate, of 
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course, tlie admission of tte State Bank of tke U.S.S.R. 
to participation in tke Bank. Possibly some time may 
have to elapse before conditions are such that this can 
be regarded as practical politics. 

AlS for Chma, once civil war has ceased it will 
be necessary to assist the Chinese to reorganise their 
country. Although the currency is not on a gold basis 
— and from the point of view of international monetary 
stability it is hoped that she will be in no hurry to 
adopt it — the new Central Bank of China may eventu- 
ally be admitted to some form of participation in the 
Bank for International Settlements. Chinese opinion 
would be probably more willing to submit to some 
form of control when the time comes for the country’s 
monetary reconstruction if the control were exercised 
by an international authority in which the Chinese 
Central Bank also participated. 

Once the Bank is established and has surmounted 
the initial difficulties, there is no reason why a gradual 
expansion of its operations should not be undertaken. 
There are at present a number of international financial 
organisations which could perform their duties much 
more favourably under the auspices of the Bank. Por 
example, the Caisse Commune of Paris or the Inter- 
national Financial Commission of Athens should be 
merged into the Bank. There is no need, however, to 
hurry forward such expansion. In the beginning, the 
management will have sufficient difficulties in organis- 
ing the immediate activities of the Bank and it would 
not be desirable to complicate its task any further until 
it has fettled down in its work. 

^ As the Bank is expected to take charge of thei 
" stabilisation of the few remaining unstable currencies J 
the appointment of financial advisers or observers is 
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another logical outcome of its task. Being less political 
tkan the League of Nations, possibly advisers appointed 
by the Bank ■would be more welcome in some countries 
than those named by the League. 

The international bureau established iu Vienna for 
the prevention of counterfeiting bank-notes should be 
brought under the auspices of the Bank, whose close 
associations "with banks of issue would assist it in that 
task. 

At present very little is known as to the technical 
details of the rules applied by various central banks in 
buying and selling gold. As gold arbitrage will remain 
in existence not-withstanding the establishment of an 
international gold clearing, it would be of great assist- 
ance to banks if the details were to be made available 
from time to time. In addition, the publication of other 
technical details as to central banks’ practice would 
also be useful. 

The allusion of the Young Report to the Bank’s task 
of openiag up new fields for commerce leaves a wide 
^ scope for imagination. Possibly it may merely refer to 
the anticipated increase of international commercial 
activity as a result of the stabilisation of currencies. The 
statutes exclude the possibility of acquiring shares or of 
taking a controUmg interest in business undertakings, 
so that there can be no qiiestion of any direct par- 
ticipation in enterprises aiming at the creation of new 
markets for export trade. As the opening up of new 
countries requires long-term investments, the B ank is 
hardly suitable for that purpose, though it may assist 
any scheme by supplying the short-term funds required, 
once the long-term capital has been provided for. Such 
ventures are necessarily of a speculative nature — they 
would bear a too strong resemblance to John Law’s 
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“Mississippi Venture” — and it would be contrary to 
tbe spirit of tbe principles on wMch, tbe Bank is based 
if it were to take any risk tbat a central bank would 
not be prepared to take. 

ITbe non-reparation functions of tbe Bank will con- 
tribute to bring about a more equal distribution of tbe 
world’sfinancial resources as between various countries. 
Tbey will tend to eliminate tbe abnormal discrepancies 
between interest rates tbat developed since tbe war. 
Over and above all, tbey will tend to stabilise tbe 
international price level, and to counteract a general 
and prolonged decline of prices. Tbey will thus render 
a great service in tbe restoration of normal conditions. 
Tbrougb improving tbe spirit of co-operation between 
central banks, tbe Bank wiU be instrumental in' a 
regulation of tbe demand for gold; by sucb means, and 
tbrougb expanding or contracting credit it may be in a 
position to influence world prices. 
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STATUTES OF THE BAHK 

The Conference of Tte Hague confirmed tlie principle 
of tfie establisliment of the Bank for International 
Settlements, and left the elaboration of its details to 
the Organising Committee which met at Baden-Baden 
ia October. The task of the Organising Committee was 
arfything but easy. Eirst of all, they had to settle the 
highly controversial question of the location of the 
Bank, about which more is said in the next chapter. 
Apart from this, they had to reach a compromise 
between the necessity of leaving the Board of the Bank 
a comparatively free hand and satisfymg those who 
considered it essential to define as exactly as possible 
the scope of the institution. As the Bank is entirely 
without precedent, it is in the native of things im- 
possible to draft hard and fast rules to determine its 
exact sphere of activity. The rules will have to grow 
from the experience of the .institution; to tie it down 
within too narrow hmits would be equivalent to pre- 
venting it from developing its natural scope. 

On the other hand, there is the legitimate fear of 
vested interests that the new institution will become 
a formidable rival. Hence the desire to exclude it from 
certain branches of activity. The Young Eeport em- 
phasised that the Bank is so designed that it will not 
interfere with the functions performed by the existing 
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institutions, but it is to cut out for itself supplementary 
functions in a special field of its own. TMs was not 
sufficient, however, to reassure bankiag interests, which 
claimed more specific guarantees against the competi- 
tion of the new Bank. They maintained that even if the 
authors of the scheme did not intend to develop the 
Bank into a rival of the existing banks, their desire 
might be disregarded in practice unless it were em- 
bodied in the statutes. 

It was, of course, impossible to include in the statutes 
a clause to the effect that the Bank should not compete 
with existing institutions, for such a clause would have 
paralysed its activities altogether. Certain clauses offer- 
ing safeguards against competition have, however, been 
inserted; they are calculated to reassure vested interests 
to some extent, though they are far from sufficient to 
eliminate their fears altogether. 

One of the interesting departures of the statutes 
from the Young Plan is the inclusion of a hst of trans- 
actions from which the Bank is debarred. The first 
commandment shatters the dream of those few ideal- 
ists who hoped that the Bank would issue international 
currency, because it prohibits the issue of notes to 
bearer. Even if h scheme of an international currency 
could be worked out on paper, conditions are certainly 
far from sufficiently advanced. To link up an Utopian 
dream with the practical' and feasible objects of the 
Bank would be to compromise the scheme in advance. 

The Bank is also forbidden to undertake acceptance 
business. This will doubtless reassure the acceptance 
houses, which were at first alarmed by the possibility 
of the appearance of a new and powerful rival. At the 
present time, acceptance business is probably the most 
competitive branch of banking, and, as a result of keen 
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competition., commission rates have declined althongh 
the risks attached to it have increased. It is only 
reasonable, therefore, to treat that branch with dis- 
crimination, and to exclude the possibility of any com- 
petition on the part of the new Bank. Moreover, the 
authority of granting acceptance credits would open 
immense possibilities for credit inflation. (In any case, 
as the task of the institution is to re-discount bills from 
the portfolio of the central banks and not to introduce 
the habit of drawing biUs by central banks, the pro- 
hibition does not in any way handicap its normal 
activities. Its relations with firms other than central 
banks will be the exception rather than the rule, and 
its freedom of action will not suffer, therefore, to any 
extent by the restrictions. 

It would be a mistake to imagine, however, that the 
exclusion of the Bank from acceptance business would 
in itself technically prevent it from competing with 
banks in the financing of foreign trade. The Bank will 
be entitled to establish contact with foreign banks, 
with the authorisation of the central banks of the 
countries concerned, and it is in a position to discount 
their bills. Although in highly developed countries the 
central banks would probably object to such practice, 
in countries anxious to encourage the influx of foreign 
capital no objection is likely to be raised. Thus, it is 
possible for the Bank to finance foreign trade by dis- 
counting bills, thereby diverting business from accept- 
ance houses. It would be a grave error, however, if 
the Bank were to resort to such direct competition. 
If it is desirous of supporting a country in need of 
foreign funds, it is in a good position to give all the 
support required through the intermediary of central 
banks. The result wdald be, of course, practically the 
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same: for if they enable the central banks to finance a 
larger portion of the foreign trade of their coimtries, 
they will thereby divert business which would normally 
have found its way to acceptance houses and to banks 
engaged in acceptance business. 

The restriction preventing the Bank from granting 
acceptance credits is thus more apparent than real. 
The ultimate result is the same whether the Bank 
grants direct acceptance credits or whether it re-dis- 
counts some of the bills held by central banks, enabling 
them to increase, in turn, the limit of re-discounting 
facilities granted to the banks in their countries. The 
competition is, however, less obvious and less aggress- 
ive, and is calculated to provoke less hostility on the 
part of vested interests. It is left to the management 
and Board of the Bank to use their powers of com- 
petition with discretion. The primary object of the 
Bank is not to provide for a more equal distribution of 
the world’s financial resources, but to support a cur- 
rency in case of emergency. In doing so, they cannot 
help competing to some extent with banking interests, 
but there is no justification for going further in that 
respect than is inevitable in the interest of inter- 
national monetary stability. 

Another restriction aims at preventing the Bank 
from establishing with Governments any relations 
other than those originating from its role in connec- 
tion with reparations. The Bank is not allowed to open 
current accounts for Governments, though it is allowed 
and will even encourage Ihe opening of time deposit 
accounts; and it is forbidden to grant any loans to 
Governments. As for the latter, it^n be circumvented 
by the acquisition of Treasury |biUs. The Bank is at 
liberty to buy or discount sho|fc-term obligations of 
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Governments wMcli are currently marketable. It is 
also entitled to grant to central banks loans secured by 
short-term Treasury biUs. Thus, here again it is the 
spirit rather than the letter of the rules by which it 
is hoped that the Bank will be prevented from taking 
an interest in the financing of Governments. As central 
banks are most anxious to prevent such practices, 
they are in a position to veto any transaction with the 
Government of there country even though m accord- 
ance with the letter of the statutes. 

The original Young Eeport imposed a restriction on 
the acquisition of the control of any business interests 
in any country. This restriction has been confirmed and 
amplified by the statutes, and has been supplemented 
by^a clause prohibiting the acquisition of real property 
other than that required for the Bank’s own purposes. 
Whfie the restriction on acceptance business is calcu- 
lated to reassure financially advanced countries, this 
latter restriction is for the benefit of countries in a com- 
paratively backward stage, where public opinion may 
object to the possibility of the acquisition of land and 
other vital resources by the intemational bankmg trust. 

Another most important modification of the Young 
Eeport by the Organising Committee"^is the qualifica- 
tion of the right of central banks to veto any trans- 
action in their country or in their currency. If the veto 
is unrestricted, it would mean that any central bank 
could object to the withdrawal of funds invested by 
the Bank in their country, which would, of course, 
immobilise the Bank’s resources and interfere with its 
freedom of action. The result of such legal situation 
would probably be that the Bank would not invest its 
funds in any currency unless the central bank under- 
takes not to veto their withdrawal at any time. 
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Tte restriction of tte veto considerably reduces its 
significance. After all, it is only m esceptional cases 
tliat central banks would object to the inflow of funds. 
Had the Bank existed in 1927, the Bank of France 
would probably have vetoed any attempt to invest its 
funds in francs, as it found the influx of foreign funds 
rather embarrassing. Had it existed in 1928 and 1929, 
the American authorities would probably have objected 
to any transfer of funds to the United States, as it 
would have been contrary to the monetary policy they 
pursued. In the great majority of cases, however, an 
influx of funds is welcomed, whfle their withdrawal 
is very often viewed with disfavour. The question is 
whether, notwithstanding the restriction on the veto, 
the Bank will be at liberty in practice to withdraw*its 
funds from any country whenever convenient. Should 
the withdrawal cause inconvenience to the central bank 
concerned, its request to the Bank would be almost as 
effective as a veto: for, after all, the Bank is intended 
to avert such emergencies and not to create them. At 
present there is no legal means whatever to prevent 
the Bank of France, for instance, from withdrawing aU 
or a great part of its funds invested in London and New 
York. If it abstains from doing so it is because it wants 
to avoid causing embarrassment to either of these 
markets. It is most unlikely that a Bank established for 
the purpose of assisting the co-operation of central 
banks would be less considerate in this respect than the 
institution which has been regarded as the principal 
offender against the principles of co-operation. 

The veto may serve a useful purpose on occasions 
when the central bank of a country is anxious to main- 
tain tight money conditions. It may also be used with 
benefit to prevent the Bank from investing its funds in 
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certain types of securities. For example, if a central 
bank is anxious to develop a bill market and tbe supply 
of biUs is inadequate, it would be unwise to allow tke 
Bank to buy up the whole supply, as it would prevent 
the development of a regular demand. 

The statutes provide for the conclusion of special 
arrangements between the Bank and the central banks 
authorising the former to carry out certain types of 
business without any further steps to obtain the 
latter’s permission. Such arrangements would be 
indeed highly desirable, for the necessity of obtain- 
ing special permission for every transaction would 
paralyse the activities of the Bank. 

Another important point in which the statutes 
depart from the rules laid down by the Young Report 
is the omission of the clauses as to a minimum per- 
centage of reserve ratio on sight habilities and time 
deposits. The fixing of such ratio by the Expert Com- 
mittee was based on a misconception of the scope and 
nature of the Bank’s activities, both from a theoretical 
and a practical point of view. From a theoretical point 
of view, the Bank, not being a bank of issue, should be 
under no obhgation to keep a minimum reserve ratio. 
From a practical point of view, as the minimum reserve 
may include, apart from gold, any short-term claims in 
approved currencies, there, is no object in fixing a 
minimum percentage, as the Bank has to keep almost 
aU, its assets in such form that its reserve will not be 
much short of 100 per cent in any case. It would make 
a considerable difference if part of the reserve had to be 
kept in gold. But such a measure would be highly 
imdesirable both from the point of view of general 
interests — as it would accentuate the scramble for gold 
— and from the point of view of the Bank’s earning 
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capacity. WMle it is only reasonable to expect a bank 
of issue to keep some of its assets in tbe form of non- 
interest-bearing security, it would hardly be fair to 
mflict such a burden on the Bank for International 
Settlements, which does not enjoy the benefit of being 
able to loan its own notes on which it need pay no 
interest. The decision of the Organising Committee to 
waive the minimum reserve requirements was, there- 
fore, fully justified. 

At the same time, however, it may weU be asked 
whether it would not have been advisable to make 
some kind of provision for establishing some kind of 
reserve ratio, so as to fi:s; a limit to the possibilities of 
credit expansion. This aspect of the problem will be 
dealt with m detail in Chapter VIII. on “Credit Ee- 
sources of the Bank”. 

The statutes confine themselves to emphasising the 
necessity of maintaining the Bank’s liquidity and 
enumerating the assets which may be considered as 
liquid. They also point out that, in determining the 
proportion of the Bank’s assets which may be invested 
in any particular currency, the Board is to pay due 
regard to the distribution of the bank’s liabilities. This 
cannot, of course, be regarded as a hard and fast rule, 
for its hteral application would mean that the Bank 
can lend to any country ynly the amount it borrows 
from it, in which case there' would be httle benefit in its 
activities. It means, however,- that, apart from special 
cases in which the Bank’s support is required, it should 
hold its balances as far as possible in the currencies in 
which' its liabilities are expressed. Thus, if various 
central banks transfer some of their sterling balances 
to the Bank for International Settlements, the latter 
will have to keep these funds, as far as possible, in their 
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original form instead of transferring them into another 
currency. 

Tlie importance of this interpretation of the statutes 
is particularly great duinig the transition period. It is 
hardly likely that in the beginning any central bank 
will part with any substantial part of its gold reserve to 
deposit it with the Bank. In order to establish contact 
they will probably transfer part of their foreign ex- 
change reserves to the Bank. The wholesale transfer 
of sterling reserves would cause considerable incon- 
venience if it were to be accompanied by their wholesale 
conversion into another currency. In the long run, the 
London market would probably lose some of the foreign 
balances which it is m a position at present to re-lend 
to^its customers, but the loss is not hkely to be either 
sudden or substantial. 

There is a marked tendency in the statutes to em- 
phasise the international character of the Bank — as 
compared with its character of a Reparations Bank — 
to a greater extent than the Young Plan. It slightly 
altered the possible composition of the shareholders 
by laying stress on the desire to include the greatest 
possible number of central banks, and by enabling the 
Board to include additional centraf banks with full 
voting right on the occasion of future capital increases. 
It curtailed to a great extei^t the powers of the Board 
of Directors, on which reparations Powers have a 
stronger representation" than at the shareholders’ 
meeting, by depriving them of their authority to alter 
statutes. While according to the Young Plan vacancies 
on the Board are to be filled by the nominees of thtfrepre- 
sentatives of the seven founder banks only, according 
to the statutes the decision rests with the whole Board. 

The question may arise whether it would not have 
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been advisable to include in tbe statutes provisions 
as to tbe voting rights of shares subscribed by 
central banks which abandon the gold standard, or 
which fail to pay their debts to the Bank. It may be 
argued that it was wiser not to meet trouble half-way 
by making provisions for such unpleasant cases, as it 
would disclose a lack of confidence in the success of 
the Bank’s efforts. After aU, the Bank is established 
largely to prevent central banks from having to sus- 
pend the gold standard or from getting into difficulties. 
In spite of that, a clause providing for the suspension 
of the voting right of the shares of the ofienders would 
not have been out of place. Another point which could 
have usefully been dealt with in the statutes is the 
attitude of the Bank in case of a war. This mattes is 
discussed in greater detail in Chapter XI., which deals 
with the political aspects of the scheme. 

The Hague Conference of January 1930 passed the 
Statutes practically without alteration. The only modi- 
fication made was in Article 20, the purpose being to 
give a more precise defimtion to the right of central 
banks to veto any transaction on their market or in 
their currency. It is gratifying to record the fact that 
politicians abstained from interfering with the work 
accomplished by the financial experts of the Organismg 
Committee, as far as the- Statutes of the Bank were 
concerned. 

The Charter and Trust Agreement elaborated at 
Baden-Baden underwent, on the other hand, substan- 
tial modifications at The Hague. It was necessary to 
. modify the former, so as to make it acceptable to the 
Swiss Government. The Trust Agreement had to be 
modified in qompliance with the wishes of the various 
parties concerned. 



CHAPTEE VII 

SEAT OE THE BAHK 

The point on wMcli the esperts found it most difficult 
to agree was the choice of the city which should be 
the headquarters of the Bank for International Settle- 
ments. As a matter of course, every nation would have 
welcomed it on its own territory, not only because of 
the material advantages involved, but also for reasons 
of ‘prestige. It was obvious that the conflicting claims 
for the headquarters of the Bank could not be settled 
by financial considerations alone. From the point of 
view of the success of the scheme, the ideal solution 
would have been to establish the Bank in the centre 
which ofiered the most technical advantages as the 
site of an institution of that kind. The requirements of 
such a centre are the following: 

(1) It should be a financial centre of some import- 
ance, with lively international banking activity. 

(2) It should possess a good foreign exchange 
market, with adequate facilities to transact business 
in every important currency. 

(3) It should possess a good gold market, with ample 
supplies and a regular demand, and a complete free- 
dom of gold movements. 

(4) It should possess a good bill market. 

(5) Its geographical position should be advantage- 
ous, with special regard to the intercourse with New 
York. 
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It is obvious that no other centre satisfies these 
requirements to the same extent as London. If the 
matter had been considered from a purely financial 
point of view, the choice would have fallen upon 
London without hesitation. The reasons why London 
is more suitable than any other centre for the housing 
of the Bank are the following: 

(1) It is 'still the most important international 
financial centre in the world, with an unparalleled 
banking organisation to transact intemational busi- 
ness, supported by experience and traditions. From 
that point of view, no other centre can be compared 
with London. New York may, for the moment, possess 
larger resources for lending overseas, but its inter- 
national banking organisation lacks experience, asid 
the mentality of the market is predominantly pro- 
vincial and not international. Paris may possess, for 
the moment, ample liquid resources for lendmg over- 
seas, but her total external resources are much smaller 
than those 6f this country. In any case, her inter- 
national banking organisation leaves much to be 
desired, and its development is handicapped by a 
mentality which renders' business on an intemational 
scale rather difecult. Amsterdam possesses inter- 
national banking organisation and also international 
spirit, but it compares .unfavourably with London 
as to resources and the extension of its intemational 
activities. Berlin has comparatively little intemational 
business. The same is tme of Brussels, while from an 
intemational point of view neither Milan nor any 
Italiah. centre deserves consideration. Switzerland 


transacts a great deal of intemational business, but it 
is divided between Zurich, Basle, Geneva and Berne. 
(2|^ondon possesses an excellent foreign exchange 
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market, witli a MgHy developed teclmical organisa- 
tion and weU trained staff.^^thongli certain Eastern 
European currencies may have a better market in 
Paris or in Switzerland, their importance is compara- 
tively small. London’s superiority in the market for 
dollars, on the other hand, is incontestable, and 
that is the currency which matters more than any 
other. London is, moreover, in an almost monopolistic 
position in Europe as regards Latin American and 
Eastern currencies, and has the actual monopoly of 
most of the exchanges of the British Empire. Wherever 
the Bank is situated it wiU have to transact any busi- 
ness in these currencies vm London, so that it would 
have simplified matters to establish the Bank in 
London itself. 

(3) London possesses the only gold market where 
there are regular supplies of gold in addition to the 
reserves of the central bank. For the moment the 
gold stock of the Bank of England compares un- 
favourably with those of the Federal Eeserve banks 
and the Bank of France. But this is obviously a tem- 
porary state of affairs. After all. Great Britain is still 
the largest creditor nation, and, by realising some of 
her foreign investments, is well in a position to draw 
gold. As the Bank is not meant to be estabhshed for a 
year or a decade, but as a permanent institution, it is 
the long view that matters. There is no doubt about 
it that, in the long run,.the Bank of England will be 
as well in a position to part freely with any amounts 
of gold without inconvenience to the market as any 
other central bank. Moreover, the regular free supplies 
of gold will also continue to come to London, wherever 
the Bank is established. Owing to its close political, 
commercial, and financial association with London, 
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and owing to tlie exceptional transport facilities to 
this centre, South Africa will always continue to send 
her surplus gold to the London market, where it can 
depend on a regular demand. 

It is, moreover, not at all certain that central banks 
possessing gold stocks larger than ours will part with 
gold as freely as the Bank of England in all cir- 
cumstances. Their willingness to part with gold has 
not undergone a real test since the war. Although the 
Federal Reserve banks possess huge surplus stocks, 
even now there is some uneasiness when French with- 
drawals assume large dimensions. As for the Bank of 
France, before the war it had the reputation of handi- 
capping by various means the free outflow of gold. 
The franc is at present at a premium, and there is 'a 
huge foreign exchange reserve to support the exchange 
if necessary, so that the willingness of the French 
central mstitution to carry out the letter and spirit of 
its gold standard cannot be tested for some time. Con- 
sidering the exceptionally difl&cult situation of the 
Bank of England during 1929, and the willingness with 
which it nevertheless parted with gold, it may be 
safely stated that in the long run London is a better 
gold market — even apart from the supply in the open 
market — than either New York or Paris. It possesses,- 
moreover, houses speciahsing in gold transport which 
do not exist in any other centre. 

(4) London’s superiority at a bill market is so 
generally known and admitted that this point needs 
no further arguments. It is, in fact, the only really 
good bill market in the world. Notwithstanding all 
efforts. New York is stiU inferior to London, and wiU 
remain inferior so long as the market for loans to 
brokers remains the principal facility for short-term 
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investment of funds. The French jSnancial authorities 
are endeavouring to estabhsh a bill market in Paris, 
but there are a number of techmcal as well as psycho- 
logical obstacles, and while the former may be elimi- 
nated in a few years, it may take generations to over- 
come the latter, if they can be overcome at all. The 
Amsterdam biU market is about the best on the Con- 
tinent, but it cannot be compared to London. As for 
Switzerland, the system of discrimination adopted by 
the National Bank against bills financiag foreign trade 
between two foreign countries makes the development 
of an active bid market impossible. 

(5) London’s geographical position may not be as 
advantageous from the point of view of mtercourse 
with Contmental countries as that of some Contmental 
centres — especially Switzerland — ^but it is certainly 
more advantageous from the point of view of the inter- 
course of Europe with other contments in general and 
with the United States in particular.'', It would be a 
mistake to regard the Bank as being destined to remain 
an essentially European mstitution. Admittedly Euro- 
pean interests predominate — although American and 
Japanese interests are also well represented — ^but its 
natural evolution points towards the estabhshment of 
a world bank. ^No Continental centre, nor even New 
York, is in such an advantageous geographical position 
as London as the clearing house of the world. Mail routes 
and cables from East and West converge upon London 
to a greater extent than upon any other single centre. 

In addition, London has a stronger claim than any 
other centre to house the head oflS.ces of the Bank also 
on moral ground. Having been the financial centre of 
the world for many generations, it has a justified claim 
to regard,that position, with its privileges and burdens. 
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as its personal property. The estabhshinent of the Bank 
in any other centre tends to weaken London’s position 
to some extent, while it does not aSect the position 
of other centres which cannot lose what they have 
never possessed. Thus, the centre receiving the Bank 
will gain largely at the expense of London. As there is 
no special British interest attached to the establish- 
ment of the Bank, there was no reason why Great Britain 
of all coimtries should sacrifice part of the advantages 
it possesses for the sake of it. Had the centre been estab- 
lished in London, it would have merely confirmed the 
existing state of affairs. As it is established elsewhere 
it gives a present to some country which has no more 
claun than any other country to receiving such a 
gratuitous gift. 

The advantages attached to the possession of the 
head ojBfices of the Bank cannot be ascertained in 
advance, as nobody knows into what the institution 
wiU develop. It is exactly because of this xmcertamty 
that it would have been desirable to secure the head 
offices, in case it should develop into something of pre- 
dominant importance. As far as can be seen at present, 
the main advantages, in order of their probability, are 
the following: 

(1) As the head office of the Bank will employ 
hundreds of well-paid clerks, and will result in the 
visit of foreign bankers, it contributes to a small extent 
sto the^^rosperity of the town sfnd the country m which 

it is situated. 

(2) As it will carry on a certain amount of foreign 
exchange transactions, it will contribute to the de- 
velopment of the foreign exchange market. 

(3) As it will buy and sell gold, it will create an active 
gold market. 
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(4) As the chances are that a comparatively large 
proportion of its assets will be held in the currency of 
the country where it is located, it will contribute to the 
development of the local bid market and money market. 

(6) As the presence of the Bank enhances the im- 
portance of the centre, it constitutes a psychological 
factor tending to result in an all-round mcrease of its 
international activities. 

(6) It IS a matter of prestige to possess the head 
offices of the World Bank, apart altogether from its 
material advantages. 

It is thus not surprising that there has been such 
keen competition to obtain the head offices of the 
Bank. For the moment the Bank is predominantly 
Buropean, and is concerned with reparations which 
are an essentially European afiair, and therefore 
centres m other continents, such as New York or Tokio, 
were never seriously considered. From the very first, 
the claim for establishing the head offices in London 
was put forward in the British Press, but official circles 
did not seem to have attached sufficient importance to 
it. The British monetary authorities have been credited 
with the opinion that, as the Bank itself wiU be little 
more than an administrative office, and everything 
essential will be decided by the Board, it does not 
matter where it is located. Snowden did not make 
any efiort at The Hague to secure the head offices for 
London, although he would have then been in a posi- 
tion to obtain such a concession from the other parties 
involved. 

Although m some quarters in France there was a 
strong desire to secure the Bank for Paris, the French 
Government itself did not press the point particularly, 
except so far as it was desirable to oppose the British 
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claim. The maia efforts of the Trench Government 
were focussed upon opposition to London. The French 
ofl&cial view may be summed up that it does not matter 
where the Bank was so long as it was neither in London 
nor in Berlin nor in Italy. As Berlin and Italy have 
never been put forward seriously the opposition was 
directed exclusively against London. The British claim 
was also opposed by Belgium, because she hoped to 
obtain the Bank for Brussels. As to Germany, she 
officially did not oppose London, but there was a very 
strong current of public opinion against it, because of 
public resentment against the liquidation of German 
property in this country after the war. Germany was 
also determined to oppose Pans to the utmost, but 
there was no need for any strong action in that direc- 
tion. On the other hand, it was the German opposition 
to the choice of Brussels that eventually determined 
the choice of Basle. As for Italy, she displayed a neutral 
attitude, though the choice of Paris would have prob- 
ably irritated her. 

The attitude of the interested parties may thus be 
summed up as follows: 

Great Britain . — ^A strong claim in favour of London, 
or, if impossible, -co accept Amsterdam m the first place 
and some other small centre in the second place. 

Frame . — To oppose London to the utmost. To 
oppose Ams terdam on the ground that German in- 
fluences were strong there. To favour Brussels in the 
first place and Switzerland in the second place. 

Belgium . — ^A strong claim in favour of Brussels, to 
oppose every other centre, especially Amsterdam. 

Germany . — To oppose to the utmost either Paris or 
Brussels, to favour Amsterdam and accept any other 
centre. 
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Italy . — No particular opposition against any centre, 
preference for a small centre. 

United States and Japan . — To endeavour to con- 
ciliate these apparently irreconcilable standpoints. 

The Paris Conference of Reparations Experts left the 
choice of the centre open. The Young Report states that 
the Bank “. . . shall be located in a financial centre 


hereafter to be designated. In selecting the country 
of incorporation due consideration shall be given to 
obtaining powers sufficiently broad to enable it to per- 
form its functions with requisite freedom and with 
suitable immunities from taxation.” This clause merely 
determines that the Bank shall be located in a •fjTifl.np.ia.l 


centre — a rather elastic notion, which none the less 


precludes the possibility of placing the Bank in a neutral 
town of no financial importance, so as to avoid favour- 
existing financial centre. As to obtaining broad 
powers and immunity from taxation, there is no doubt 
that any Government desirous of obtaining the Bank 
would be pleased to grant them. 

It is understood that, in the course of the Paris Con- 
ference of Experts, some vague verbal promises were 
made to Belgium that the Bank would be given to 
Brussels. It was trusting in these promises that the 
Belgian delegates agreed not to iasist upon the settle- 
ment of the Belgian claim for mark notes (issued during 
the German occupation) as part of the Young Plan. 
This promise had no binding force, however, because 
they were not mcorporated in the Young Report, and 
in any case the Governments concerned did not con- 


sider themselves bound by that Report. Moreover, the 
mark claims were subsequently settled by means of 
direct negotiations between Belgium and Germany, on 
terms most favourable to Belgium. 
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It was toped that the matter would he settled at The 
Hague. In fact, it was stated in the foreign press that 
the firm attitude of Mr. Snowden about the revision of 
the Young annuities had for object to obtain in com- 
pensation for a retreat the head offices of the Bank 
for London. Unfortunately, this was entirely without 
foundation. The location of the Bank was not subject 
to negotiations in connection with the revision of the 
annuities. After an agreement had been reached on the 
principles of the Young Plan, then — and only then — 
the British delegates began to press their claim for a 
decision on the location of the Bank, but met with 
opposition from more than one quarter. It was decided 
to leave the decision to the Organising Committee. 

When the Organising Committee met at Badqn- 
Baden, the location of the Bank was the problem which 
they found it most difficult to settle. It was beheved for 
some time that the article in the statutes dealing with 
the location of the Bank might have to be left open. 
Eventually, however, an agreement was reached in the 
shape of a pohtical compromise. The two extreme solu- 
tions of choosing London or Paris were rejected. The 
two intermediate solutions of choosing either Brussels 
or Amsterdam met with a similar fate. The latter was 
not pressed by either of the parties represented. A com- 
promise was reached exactly half-way between the two 
extremes. 

'.The choice of Switzerland ‘Was undoubtedly a poli- 
tical compromise, but even from a financial point of 
view it is better than some other solutions suggested. 
In fact, from a British point of view, if not from the 
point of view of the prospects of the Bank, it is 
the second best solution. From the point of view of 
the interests of London, Basle is better than any of the 
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big centres, especially Paris, and it is decidedly better 
than Amsterdam, which is in many ways her rival. It 
is also better than Brussels, because of the predomin- 
antly French influence and the strong pobtical atmo- 
sphere in that city. It will have to operate largely via 
London when dealing with other continents, while 
Amsterdam, Brussels or Paris would have transacted 
a greater proportion of such business direct. Its only 
disadvantage from a British point of view is that it is 
at a fairly long distance from London. From the point 
of view of the Bank, Basle is hardly the ideal centre. 
Its favourable geographical position and its political , 
“neutrality” are practically the only advantages it has. 
Apart from that, it is in a less favourable position than 
either Zurich or Geneva. 

Possibly in the course of time everybody may real- 
ise the necessity of placing the Bank in a centre of 
first-rate importance. In that case, London’s claims 
may possibly be put forward with a better chance of 
success. 

Until experience shows the significance and nature of 
the Bank’s activities, it is impossible to form an idea 
as to the extent to which its establishment in another 
centre is likely to affect London’s position as an mter- 
national financial centre. In dealing with this question, 
it is necessary to discriminate between temporary and 
permanent effects. The establishment of the Bank 
may bring about a fair amount of shifting of balances, 
as several central banks will transfer part of their 
sterling holdings to the new institution. This does not 
necessarily mean, however, that the funds would be 
actually withdrawn from London. As was pointed 
out in Chapter VI., the statutes of the Bank indicate 
the necessity of keeping the assets as fhr as possible 
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in the currencies in wMcli the Bank’s liabilities are 
expressed. 

The situation is somewhat less reassuring as far as 
the permanent efiects of the change are concerned. 
The Bank, if successful and active, is bound to divert 
some business from this market, though the extent of 
the possible loss should not be exaggerated. The pro- 
posed gold clearing scheme may also interfere to some 
extent with London’s position as an international gold 
market, but it is unlikely to cause much harm in this 
direction. In any case, it is reasonable to hope that 
the general increase of international financial activity 
brought about by the Bank wiU benefit London to a 
sufficient extent to compensate the City for any loss 
caused by the establishment of the new institution-*at 
Basle. 



CHAPTEE VIII 


CREDIT RESOURCES OF THE BANK 

The extent to wMcli tEe Bank will be able to supply 
credit to central banks and to provide support when 
required is undoubtedly the most mteresting aspect of 
tbe scbeme. It is bere tbat we are confronted with an 
innovation at least as revolutionary as tbe bank of 
issiie created by Jobn Law in France in tbe eighteenth 
century. Tbe public knows as little about its sigmficance 
and experts are as puzzled by its possibilities as were 
Jobn Law’s contemporaries. Tbe object of tbe present 
chapter is to prove tbat there are inherent in tbe scbeme 
for tbe Bank for International Settlements dangers of 
a similar kind to those latent m Jobn Law’s bank of 
issue, and to emphasise tbat nothing but an ultra- 
conservative credit pobcy and a fundamentally sound 
management can prevent tbe BanB? from being tbe 
cause of something approaching an international ' 
disaster. 

Although tbe Bank will begin business with a paid-up 
capital of 125,000,000 Swiss francs (under £5,000,000), 
it will possess from tbe very first an almost unlimited 
goodwill and almost unlimited resources. Its actual and 
potential resources may be enumerated as follows: 

(1) Its paid-up capital. 

(2) Its callable capital. As tbe authorised total of 
500,000,000 Swiss francs is subscribed by central banks 
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and guaranteed by tbe seven founder banks, the un- 
called capital may be considered as an asset of absolute 
certainty. 

(3) Reparations annuities beld until tbeir distribu- 
tion to tbe creditor Governments. 

(4) Tbe non-interest bearing deposit of 125,000,000 
Reichsmarks paid into tbe “National Sub-Divisions” 
of tbe Annuity Trust Account in wbicb tbe creditor 
Governments participate in proportion to tbeir per- 
centages in reparation payments. 

(5) Tbe German Government’s non-interest bearing 
deposit of an amount not exceeding 100,000,000 Reichs- 
marks, in accordance with Annex III of Tbe Hague 
Agreement. 

(6) Tbe French Government’s guaranteed deposit of 

500,000,000 Reichsmarks. ' 

(7) Tbe German Government’s deposit of 400,000,000 
Reichsmarks. Although there is no absolute obligation 
on tbe part of Germany to deposit tbe full amount, in 
view of tbe advantages attached to it she may possibly 
do so. 

(8) Other Governments’ five-years deposits. Pre- 
sumably every one of tbe seven founder countries wfil 
deposit a certain amount, so as to participate in tbe 
distribution of tbe balance of profits. 

(9) Central banks’ deposits and/or current account 
balances. There is no doubt that every participating 
central bank will take tbe first opportunity to open an 
account with tbe Bank. ■/ 

Over and above these resources, tbe Bank will possess 
? an immensely wide possibility for expandmg credit. It 
is true that tbe statutes deprive it of tbe right to grant 
acceptance credits, thereby blocking one most import- 
ant channel tkcougb wbicb an excessive expansion of 
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credit roiglit tave taken place. In spite of tins limita- 
tion, tke Bank ■will be in a position to increase its 
resources to an extent that is entirely -without pre- 
cedent iu the history of commercial banking. It can do 
so in the pursuance of its normal functions of making 
advances to and receiving deposits from its customers, 
the central banks. In this respect its position is similar 
to that of a commercial bank rather than that of a 
central bank. 

' It is now generally admitted that a commercial 
bank is able to increase the amount of its deposits by 
increasing the amount of the advances it grants to 
its customers. If a joint-stock bank grants a com- 
mercial firm an advance of, say, £1,000,000, most 
probably the total amount wfil not be drawn upon, but 
part of it ■will be left on deposit -with the bank. Of the 
rest, which goes mto cicculation, a part -will probably 
return to the bank. The same amount — or at least a 
great part of it — can thus be re-lent over and over 
again, and the process results in a marked increase of 
the total amount of deposits held by the bank. There 
is no reason why it should be other-wise as far as the 
Bank for International Settlements is concerned. It 
win grant loans to central banks on Securities specified 
in its statutes, and the unused balance of the loans -will 
increase its total resources^. As in the case of com- 
mercial banks, the same amount can be re-lent over 
and over again, and every transaction increases the 
total resources of the Bank. 

There is one very important diSerence between com- 
mercial banks and the Bank for International Settle- 
ments. The expansion of the resources of the former 
is limited by the necessity of maintaining a traditional 
ratio of cash to deposits, the observation of which is 
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one of the fundamental principles of sound banking. 
Cash includes gold, notes, and balances "witb the central 
institution. Its amotmt is largely determined by the 
credit policy of the central institution and by the gold 
position. Thus, commercial banks are by no means at 
liberty to increase the amount of their advances, once 
their deposits have swollen to about ten times their 
cash holding. 

The Bank for International Settlements is restrained 
by no such limitations. Even if the traditional ratio 
applied by the commercial banks — or possibly a more 
conservative figure — is observed, this does not pre- 
vent it from expanding credit to a very great extent. 
Its cash supply necessarily includes its balances with 
central banks, which constitute a very considerable 
proportion of its assets. Its liquid assets also include, 
however — according to the statutes — all its holdings of 
short-term bills, etc.: in one word, almost every asset 
they are entitled to hold. This means that the increase 
of its deposits brought about by the granting of fresh 
advances also increases its liquid assets almost to the 
same extent, and this, in turn, would enable the Bank 
to grant fresh advances by a multiple of the increase. 
The potential lending capacity of the Bank would thus 
tend to mcrease in geometric progression. The pro- 
cess has all the characteristics of an avalanche, unless 
checked in time by inherently sound management and 
conservative principles. 

It may be objected that the Bank would only grant 
advances on good security. But a central bank would 
find it easy to provide security that satisfies the Bank. 
It holds large amounts of genuine first-class com- 
mercial bills, which would pass for good security, 
especially if the central bank endorses them. Moreover, 
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central banks are in a position to give part of their gold 
or foreign exchange reserves in security of advances 
from the Bank. Although it is highly anomalous that 
the same gold or foreign currencies should serve as a 
security both for the note issue of the central bank and 
for the advances granted by the Bank for International 
Settlements, there have been similar cases in the past 
and there is nothing in the statutes of most central 
banks to prevent them from making such double use of 
their reserves in future. As the Bank would have a prior 
claim on those resources, its advances would be well 
secured; but it would be anythmg but fair to holders 
of the notes issued by the central banlr. As the Bank is 
not likely to judge the merits of credit applications 
exclusively from the point of view of its own business 
interests, but is bound to pay due regard to general 
mterests, it is hoped that such practice will be dis- 
couraged. Otherwise any central bank would be able to 
mcrease its note circulation almost indefinitely by 
obtaining an advance from the Bank, depositing with 
It the securities acquired with the aid of the foreign 
currency thus obtained, raising on the security another 
advance, and repeatmg this process ad infinitum. 

We do not suggest that the authors of the scheme 
have envisaged such an expansion of credit. They are 
all sound bankers, economists, and business men, who 
would be the fcst to condemn any rapid credit ex- 
pansion in their respective countries. Nor it it likely 
that the institution controlled by highly conservative 
central banks would get a management which would 
wilhngly depart from the principles of sound bankmg. 
But the possibility of inflationary expansion will be 
present under the existing statutes, and it is certain 
that there will be both temptation and pressure to 
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induce the Bank to make use of it. As will be seen in 
the chapter devoted to the political aspects of the 
scheme, in order to satisfy the conflicting claims of 
various countries there will always be temptation to 
make extensive use of the Bank’s resources. If country 
A is given a credit, its pohtical or economic nval, 
country B, will feel aggrieved unless it also obtains an 
equivalent credit. It is to be feared that the appheation 
of country A for a credit will be opposed by country B 
and its supporters on the Board unless assurance is 
given by country A and its adherents that a similar 
application on the part of country B will be received 
favourably. There will be a strong inducement to treat 
everybody favourably, and this cannot be done other- 
wise than through making use of the dangerous possi- 
bility of expanding credit. As the possibility exists, it 
will be most difficult to resist political pressure. 

The situation can best be compared with that of a 
commercial bank whose Board of Directors consists of 
representatives of ambitious industrial enterprises, all 
anxious to expand with the financial support of the 
bank. As the means of the bank are restricted, the 
available resources are divided among those who con- 
trol the bank by^ series of compromises. Every appli- 
cation will be resisted by the Directors other than the 
applicant hi mself, as there would be less available for 
the rest if his request is granted. If, however, the bank 
somehow obtains the means* of creatmg credit, then 
aU Directors are willing to satisfy the requirements of 
their previous rival applicants, in anticipation of simi- 
larly favourable treatment on their part. It is much 
easier to satisfy a vigorous claim by sinning against the 
canons of sound banking than to ahtagonise any of the 
shareholders or Directors by refusmg their application. 
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The case is puiposely presented here in a very 
extreme form. Unquestionably, any unsound credit ex- 
pansion will be resisted to the utmost by most members 
of the Board of the Bank, so that it would be unduly 
pessimistic to present the danger of a credit inflation 
as the logical outcome of the system. But exaggeration 
of this sort is sometimes necessary to draw attention 
to certain weak points which might otherwise be 
neglected. Although there is no danger whatever that 
the Bank will begin its activities by letting loose a 
cataract of inflation, the existence of such a danger 
ought to be borne in mind. Perhaps the first step in 
the wrong direction will be hardly noticeable. In fact, 
owing to the novelty of the system it will be impossible 
to^ define in advance the line which separates sound 
from' unsound credit expansion. It is, therefore, possible 
that the Bank may gradually drift, unnoticed by the 
public, by the experts and by its own management, 
towards dangerous areas, and that, by the time it is 
noticed, a retreat will become difi&cult. 

The danger is accentuated by the fact that both the 
Bank for International Settlements and its customers 
— ^who are at the same time its shareholders — ^possess 
an almost unlimited goodwill. The credit standing of 
central banks is high, and although the shareholders’ 
liabihty for the Bank for International Settlements 
is limited to the uncalled amount of the subscribed 
capital, in reality there is an unlimited moral liability. 
Thus, loans granted by the Bank to central banks or 
by central banks to the Bank, are to be regarded as 
gilt-edged and equivalent to cash. A pyramid of entries 
in the books of the Bank will assume the appearance 
of reality. 

To some extent, the credit expansion is justified. 
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When two strong and solid banks amalgamate, the 
result is that the limits of the credit of the new 
institution are usually higher than the total of the 
two banks previous to their amalgamation. If the lead- 
ing central banks of all countries establish a bank for 
which they are all morally responsible, naturally this 
will tend to produce the same effect, on a larger scale. 
Within reasonable limits, the judicious use of the new 
supply of credit is bound to be productive. After all, 
financial history provides a long series of examples of 
the transformation of credit into actual goods and ser- 
vices. Moreover, a general extension of credit may 
appear justidable if it aims at counteracting a decline 
of world prices caused by an excessive demand for gold. 
The problem is to find the limit beyond which it fe 
not advisable to go. 

There should be an index designed to signal the 
danger, which would enable the Board to refuse appli- 
cations irrespective of political pressure. If a legal 
minimum gold reserve were to be fixed, that would 
provide such an index. For reasons of a theoretical as 
well as a practical nature, however — as indicated in 
Chapter VI. — ^the fixing of a minimum gold reserve is 
not practicable. It would increase the demand for 
gold, which would render the benefits of the non- 
reparations functions of the Bank rather problematic. 
An alternative solution would be to exclude from the 
category of liqtdd assets an/- form of investment apart 
from sight habilities of the founder central banks 
towards the Bank. Apart altogether from the possi- 
bility of irritation caused by the discrimination, there 
would remain the danger of political pressure, as those 
anxious to obtain credit would insist upon the invest- 
ment of an unduly large portion of the Bank’s assets 
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in that form. There would, however, be a considerable 
difference in degree as far as the danger is concerned. 
It might be necessary, therefore, to attempt a solu- 
tion of that Mnd. The absurd state of affairs that, 
whatever business the Bank might do — ^within the 
limits of its statutes, of course — ^it would always be re- 
garded as practically 100 per cent liquid, is untenable. 
There is no need for any alteration in the statutes 
in order to apply the principle suggested. After all, 
though there is no provision in the statutes of the joint- 
stock banks for a compulsory minimum ratio between 
cash and deposits, they nevertheless consider it their 
duty to maintain a customary average. The figure is 
not rigidly fixed — ^ia the case of the nine clearing banks 
the percentage declined between the second half of 
1927 and that of 1929 from about 11| per cent to 
about 10| per cent; all banks followed, none the less, 
the same course. No bank is likely to make any re- 
duction in the self-imposed ratio unless the other banks 
follow the same tendency. It will be essential for the 
Bank to adopt the same prmciple. 

An alternative solution would be to adopt the 
Continental method of mamtaining a certain ratio be- 
tween the Bank’s own resources (paid-up capital and 
reserves) and its deposits and other liabilities. As the 
site of the Bank is in Switzerland, possibly it will follow 
Continental traditions in this respect. This solution 
would have the disadvantage of inducing the partici- 
pants in the Bank to increase the capital whenever a 
further expansion of credit is wanted. Yet another 
solution would be to fix the maximum limit of credits to 
be granted to any central bank, in accordance with the 
amount of its gold and foreign exchange reserves, ex- 
cluding the amounts serving as a security for advances. 
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In tlie absence of any precedent, it is difficult to 
suggest any concrete rule to follow, but it is to be 
hoped that the Board wiU find an acceptable solution 
in accordance with the conservative traditions of the 
banks represented on the Board. What is essential is 
that there should be an index which would automatic- 
ally give warnmg if ever the Bank were about to over- 
step the limit of sound finance. 



CHAPTER IX 


THE BANK AND WORLD PRICES 

We have shown in the previous chapter that the Bank 
for International Settlements possesses — ^for good or 
evil — ^the means of bringing about international credit 
extension. It is thus in a position to influence to a great 
extent the tendency of the international level of prices, 
b^ means of regulating the amount of its credits to 
centra] banks. The exceptional power it possesses is not 
altogether without precedent. Siuce the war the mone- 
tary policy of the Federal Reserve system has become 
by far the most important siugle factor influencing 
world prices. During the last year or two, its promin- 
enoe has been somewhat eclipsed by the rising import- 
ance of another factor, the gold policy of the Bank of 
France. As experience has shown that it is possible for 
an institution to acquire such fatal power it is much 
more desirable that the power should be held by an 
mternational body rather than by any national insti- 
tution Thus, far from being disquieting, the possibility 
that the Bank for International Settlements may exert 
an influence upon world prices should be regarded as 
decidedly reassuring. 

Although it is unquestionably flattering to the pres- 
tige of any central bank to be able to determine by its 
policy the tendency of world prices, the, privilege also 
carries certam obligations. A central bank in such a 
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position is tom between tbe desire of serving the inter- 
ests of its own country and of abstaining from causing 
inconvenience or embarrassment to tbe rest of tbe 
world. In many cases, these two considerations conflict 
with eacb other, so that tbe central bank is faced with 
tbe dilemma of taking tbe broad international view 
— ^in which case it becomes tbe target of political 
attacks at home — or serving domestic interest with no 
regard for tbe convenience of tbe rest of tbe world — in 
which case it is condemned by international public 
opinion, a factor which even tbe most powerful of 
financial institutions can ill afiord to ignore nowadays. 
Moreover, tbe hegemony of any central bank in tbe in- 
ternational money market does not last for ever. The 
Federal Reserve authorities bad to cede that place, in 
consequence of tbe events of 1929 in Wall Street, to 
tbe Bank of France, while tbe latter will also be super- 
seded sooner or later. It is thus tbe best solution in tbe 
long run for all parties concerned to come to a com- 
promise and to leave tbe task of influencing world 
prices to an international body on which all central 
banks are represented. 

This does not, however, mean that tbe Bank for 
International Settlements will become in time tbe sole 
institution which has tbe power of influencing inter- 
national price level. Apart from tbe natural and arti- 
ficial causes of price movements, tbe conflicting influ- 
ences wielded by individual ‘central banks wiU also 
continue to exist; but tbe Bank for International 
Settlements wiU have a moderating influence upon 
them. 

Although, as was pointed out in tbe previous chap- 
ter, tbe danger of international credit inflation through 
tbe abuse of tbe Bank’s power exists, it is by no means 
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For the moment it is not international in- 
flation but international deflation that is threatening 
^ns. The persistent_ faU of prices cannot be regarded 
with indifference either from the point of view of the 
problem of reparations or from the point of view of 
general trade conditions. Its continuance is calculated 
to cause immense harm to every country. 

From the point of view of reparations, inter-Allied 
debts, and other debts, public and private, this is a 
question of great importance, as the real burden of 
these debts tends to increase in proportion to the de- 
clme of prices. When in June 1929 the German dele- 
gates accepted the annuities fixed by the Young Plan 
as representing the maximum of Germany’s capacity 
ta pay, they acted on the assumption that the real 
burden represented by the figures would remain ap- 
proximately unchanged. Meanwhile, the average level 
of prices declmed, and the real burden of the amounts 
mcreased considerably. Should the faU of prices con-*, 
tone, it may easily lead to a coUapse of the Young j 
Plan as a result of an excessive increase of the burden /’ 
of reparations. ^ 

The falling trend of prices is equally detrimental from 
the pomt of view of business prosperity. Amongst 
the several factors which have contributed to the pres- 
ent world-wide depression the fall of prices occupies a 
predominant place. It is to the interest of both repara- 
tion debtors and creditors, and of the prosperity of 
trade, that the fall of prices, so far as it is artificial 
should be checked. Thus, once more the identity of 
mterests of Governments mterested in reparations and 
central banks interested in mamtainmg prosperity be- 
comes evident, and provides a justification for the crea- 
tion of an organisation combinmg the functions of a 
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Eeparations Office witli those of the movement of co- 
operation between central banks. 

It will take some time before the Bank is able to 
develop its powers sufficiently to become a leading 
factor in the movements of world prices. During the 
initial stages of its activities, it will have to proceed 
carefully, and will be too fully occupied with its own 
infantile troubles to launch into ambitious experiments. 
The extent to which it will be able to make itself felt 
will tend to increase gradually, and it is reasonable to 
assume that, withm a few years, it will be in a position 
to assume the role of the principal authority regulating 
the international price level. The judicious use of this 
exceptional power is of extreme importance. The best 
possible intentions may fail to benefit mankind if they 
are coupled with a dogmatic mentality, and with the 
worshipping of that idol of the twentieth-century 
economists: the index number. 

It is essential to discriminate between the causes of 
the fall in prices. The mere fact that the index number 
shows a decline does not in itself justify a policy aiming 
at a corresponding increase. If, as was the case during 
1929-30, the fall is due largely to natural causes, such 
as agricultural o/er-production, it would be a fatal 
mistake to try to remedy the evil by means of credit 
expansion. Such expansion would not be in that case 
a measure against deflation but a decidedly inflation- 
ist policy. It is only if and when, and so far as, the 
decline is due to monetary causes that an intervention 
on the part of the Bank for International Settlements 
is desirable. If it js an excessive demand for gold that 
is responsible for a tendency of falling prices then it 
should be the of the Bank to counteract the tend- 
ency, and to enable the international banking system 
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I to maintain an adequate volume of credit in spite of the 
inadequacy of the volume of gold. 

’ There are several ways by which that end can be 
achieved: 

(1) The Bank can avoid deflation by arranging a 
systematic distribution of gold between central banks, 
thereby preventmg excessive demand by some of them. 

(2) Should it fail to attain this end it can prevent 
the contraction of credit caused by a scramble for gold, 
by means of brmging about an extension of interna- 
tional credit resources. 

(3) By its mere existence it can make the same 
amount of gold serve as a basis for a larger volume of 
credit. 

^The principal aim of the co-operation between cen- 
tral banks has been to moderate the appetite of some 
of them for gold, and to prevent an excessive demand 
from bringing about a fall of prices. As was pointed out 
in previous chapters, there is every reason to hope that 
this task can be better achieved by a systematic co- 
operation through the Bank for International Settle- 
ments than the casual and informal co-operation which 
has hitherto been the practice. 

If, in spite of the efforts of the Bank, the scramble 
for gold continues and brings about a scarcity of gold 
in a number of leading counties, the Bank will be in a 
position to prevent deflation by means of transferring 
some of its resources to the countries concerned, which 
would naturally affect the world price level. The Bank: 
is also able to check a falling tendency of world prices 
by an aU-round extension of credit. 

Even without granting any exceptional support, the 
Bank can, by its mere existence, enable central banks 
to make a fuUer use than hitherto of their gold reserves. 
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Hitherto central banks have endeavoured to accumu- 
late a safety margin over and above the legal miniTnum 
reserve ratio, so as to be in a position to satisfy a 
fluctuating demand. In future, the maiutenance of such 
a safety margin will no longer be so essential — and pos- 
sibly even the legal mi n i m um ratio could be lowered — 
because the central banks will be in a position to fall 
back upon the Bank of International Settlements in 
case of emergency. In determining the extent to which 
central banks can depend upon its support, the Bank 
will be able to influence their policy aimmg at making 
the same amount of gold serve as a basis for a larger 
volume of credit. 

Thus, while it is highly essential that the Bank for 
International Settlements should abstain from an es- 
pansion of credit of an mflationary nature it is per- 
missible and even desirable that it should use its re- 
sources for the prevention of deflation. In practice, it 
is admittedly most difficult to draw the line between 
monetary and non-monetary causes of price move- 
ments, as well as between anti-deflationary and in- 
flationary measures. It is desirable that, in case of 
doubt, the Bank should err on the side of conservatism. 



CHAPTEE X 


A WORLD BANK RATE 

Neither the Young Eeport nor the statutes contain 
any provisions governing the manner in which the 
Bank for International Settlements shall fix its rates 
of interest. Both Young Committee and Organising 
Committee considered this to be a matter for the Board 
oi Directors to decide. It would be, indeed, diiBicult to 
lay down any rules, in the absence of any practical 
experience, and it was the wisest course that could 
have been taken, to leave the matter to the discretion 
of the Board of Directors. 

Two obvious problems arise from this uncertainty: 

(1) What rates are to be charged at a given moment 
to difierent customers on difierent lands of loans? 

(2) What principles will be applied to the alteration 
of these rates from time to time as Conditions alter? 

A question which at once arises when the problems 
connected with the Bank scheme are discussed is, 
whether there will be a uniform “world bank rate”, or 
whether the re-discount rate will vary according to the 
borrower, according to the currency in which the loan 
is granted and accordmgto the nature of the security. 
It is impossible to ascertain what were the intentions 
of the authors of the scheme upon this question of 
fundamental importance. (The only mention made 
of interest rates is that the rate on tinie deposits of 
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Govemments should vary according to the size of 
the deposit, the period for which it is fixed and the 
nature of the services rendered. The Bank is entitled 
to buy bills — ^including Treasury bills — ^in any open 
market at the current rate. The question is what rate it 
will charge to central banks when they present bills for 
re-discount from their own portfolio, and what will be 
the rate charged upon advances made to central banks 
against security. 

It seems obvious that the idea of a “world bank rate” 
in the sense of a uniform rate to be applied indis- 
criminately is impracticable. It is impossible to de- 
termine a uniform rate irrespective of conditions of 
security and of the rates of interest prevailing in the 
countries concerned. If the rate were to be feed tgo 
high it would be prohibitive to some coimtries, while 
if it were feed too low it would unduly encouxage some 
countries to borrow from the Bank. As “risks”, aU 
central banks cannot be classed in the same category; 
the security they provide may also vary; the currency 
in which they desire to obtam the loan is also an 
important factor. 

When it comes to suggesting a method by which the 
Bank should diSerentiate, we soon discover that we are 
confronted with one of the most comphcated problems 
of modern finance. One splution which suggests itseh is 
f to determine the re-discount rate on the basis of the 
1 official bank rate of the wouldrbe borrower. Once that 
principle is accepted, it is necessary to decide whether 
the re-discount rate should be equal to, higher or lower 
than, the bank rates of the countries concerned. It is 
highly questionable, however, whether the adoption of 
the principle itself is desirable. Central banks requir- 
ing the assistance of the Bank would be tempted to 
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keep their bank rates at an nndnly low figure, which 
would result m an efflux of foreign funds and would 
accentuate the influences that make it necessary to 
apply for a credit to the Bank. It would, indeed, amount 
to authorising the borrower to fix his own terms, and 
would result, iu practice, in the repayment of debts owed 
to other lenders in order to replace it with cheaper loans 
from the Bank. The evil consequences of the method 
would become accentuated if the re-discount rate were 
to be fixed at a lower figure than the bank rate of the 
borrowing countries. The idea itself may appear absurd, 
but as, in countries which are the most likely to require 
the assistance of the Bank, the bank rate is usually 
lower than the market rates, it would not be surprising 
to see the claim put forward for a re-discount rate that, 
in turn, should be even lower than the bank rate. 
Apart from its effect of encouraging the central bank to 
keep too low a bank rate, it would also encourage it to 
re-discount as much of its portfolio as possible, for the 
difference between the bank rate and the re-discount 
rate of the Bank for International Settlements would 
be the profit of the central bank. 

There is more to be said iu favour of a re-discount 
rate, which, while higher than the bank rates of bor- 
rowers, should yet bear a fixed relation to them. The 
iuducement to keep the bank rate unduly low is less 
pronounced than in the case of the two former alterna- 
tives, though to some extent it would still be present. 
This solution would not be popular, however, among 
the countries which are most likely to need the assist- 
ance of the Bank, as the bank rate of most of them is 
already rather high. The bank rate iu any country 
IS usually determined largely by considerations of the 
home money market. In Germany, for instance, first- 
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class borrowers are usually able to raise funds abroad 
at a rate below tbe re-discount rate of their own central 
banks, while in the domestic market they have to pay a 
rate above the re-discount rate of the Eeichsbank. 

The question may also arise how far the currency in 
which the loan is made should determine the rate. In 
the case of bills presented for re-discount the currency 
is usually that of the borrowing country, in which case 
the rate is largely determined by the rate current in 
the domestic money market for prime bills, though, in 
view of the endorsement of the central bank, a lower 
rate may be acceptable. Very often, however, bor- 
rowers would want to raise sterlmg or dollar or other 
currency credits, in which case it would be unfair to 
charge them an interest in accordance with the rates 
in the domestic market for loans m the domestic cur- 
rency. As in some cases the leading banks of the 
country concerned are regular borrowers in foreign 
markets, the terms on which they can raise funds may 
be taken for the basis of the calculation of the fair 
rate of interest. 

~ It appears that the right solution must be to fix the 
re-discount rate and the rate of advances to meet the par- 
ticular circumstances of each individual case, taking 
into consideration the rate at which the Bank itself 
can borrow in the same currency. This is, undoubtedly, 
a rather complicated process. It would force the 
management to follow closefy the developments in 
every money market, and to investigate the position 
of every central bank. The difficulties in this respect 
are, however, by no means unsurmountable. After all, 
commercial banks are confronted with the same prob- 
lem, and the .solution of it has become part of their 
daily routine. They have no uniform rates for their 
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customers, and their terms vary according to the 
standing of their customer, the nature of the security, ’ 
etc. In the discount market the rate quoted by different 
houses for jfine bank bills may be uniform at a given 
moment, but fractional differences above the prime 
rate indicate a careful discrimination between names. 
The bank rate itself is merely the oflS.cial minimum, 
and central banks may charge higher rates on bills they 
want to discourage. For instance, the Bank of France 
has raised its re-discount rate for German and other 
Central European bills to | per cent above the official 
minimum rate. 

Thus, although it would be simpler for the manage- 
ment of the Bank for International Settlements to 
d'etermine their rates of interest by hard and fast 
rules rather than to judge each case according to its 
merits, there is no need to fear any serious difficulties 
in that respect. In any case, it will be desirable for 
the Board to leave the discrimination to the manage- 
ment, as far as possible, so as to avoid any introduc- 
tion of political elements in the determination of 
the rates. In order to avoid any iU-feeling, the rates 
applied to various central banks should be treated as 
strictly confidential. 

Hitherto we have been dealing with the factors that 
determine the discount rates and rates on advances 
charged to various borrowers at a given moment. 
There is, in addition, the equally complicated problem 
of the general movement of these rates over a period of 
time. The Bank will be, naturally, under the influence 
of the mternational trend. An all-round change of 
bank rates is bound to affect the lending rates of the 
Bank accordingly. The Bank’s own position is yet 
another factor of supreme importance which ought to 
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he considered. If the demand for loans is slack, it is 
justified to lend on lower rates. On the other hand, if 
there is a strong demand and the Bank is already over- 
lent, one of the means of discouraging further borrow- 
ing is to raise the rates. This is one of the reasons why 
the re-discount rate of the Bank cannot bear any fixed 
ratio to the bank rates of the borrowing central banks. 

Another consideration which will have to be borne 
hi mind is that the Bank will have to endeavour to 
balance, as far as possible, its assets and its liabilities 
in any particular currency. For this and other reasons, 
the Bank may find it desirable to encourage borrowing 
in one particular currency by charging a compara- 
tively low rate, and to discourage borrowing in another 
currency by raismg its rates for loans in that currency. 

While the discount rates of the Bank will neces- 
sarily be influenced by conditions in the leading money 
markets, it would be to underestimate the importance 
of the institution to suppose that its discount rate 
policy wiU consist in the adjustment of its rates to 
changed circumstances. The Bank will play an active 
part in influencing tendencies in the international 
money market -with control of the International price- 
level as one of its most important objectives. The 
changes in its discount rates should not always be the 
effect of corresponding changes m general tendencies, 
but sometimes also their cause. In this sense there may 
be a question of a “world bank rate”, which is, of 
course, not a single figure as in the case of mdividual 
central banks, but a scale of percentages applied in 
different cases at a given moment. Although the scale 
itself cannot be published, there is no reason why the 
extent of an all-roimd change should not be annoxmced 
in public. 
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These are only a few considerations connected with 
the regulation of the rates of interest to be charged by 
the Bank. They indicate the extremely complicated 
nature of the problem. The set of factors affectmg 
the scale of rates to be charged by the Bank are con- 
siderably different from those influencing the bank 
rate in any country. The task of the management of 
the Bank will be much more diBS.cult than the task of 
managing any central bank. Whereas the latter have 
to base their decisions on conditions prevailing in one 
money market — or, to be more accurate, on the reper- 
cussion of domestic and mternational developments 
upon the domestic money market — ^the Bank for Inter- 
national Settlements has to strike a fair balance 
between the conditions prevailing in every money 
market. Moreover, the system to be established wfll 
not possess the powers of automatic correction of dis- 
turbing tendencies which characterise the system of 
central banking imder the gold standard. 

The solution of the problems that will arise day after 
day in connection with fixing rates of interest will 
require considerable skill and initiative. It is very im- 
portant, for the success of the Bank, that its manage- 
ment should settle these difficulties in a business-like 
way, and that they should not take refuge in the red 
tape of “formulae” drawn up at Board meetmgs. 



CHAPTER XI 


INTEKNATIOlSrAL GOLD CLEARISTG 

One of tte objects before tbe new Bank is to establish 
an international gold clearing system, with a view to 
reducmg unnecessary gold shipments. It was believed 
until recently that the preliminary condition of such a 
system would be the estabhshment of an international 
central gold reserve. As confidence m international 
relations has not been sufficiently established to make 
such a scheme possible on a large scale, it must be many 
years before the clearing system could be inaugurated 
on such basis. Most central banks are anxious to 
repatriate the major part of their gold holdings abroad 
by the earliest opportunity, and would not contribute 
any large amounts of gold towards an international 
reserve, even if it were to be held in a neutral country. 

The authors of the Bank scheme have, however, hit 
upon an ingenious solution to avoid this difficulty. 
There is no need for any central gold reserve in order 
to enable the participants to establish a clearing 
system. The statutes authorise the Bank to accept 
from central banks gold in deposit, and to deposit gold 
with central banks. As a result, the contribution of; 
every central bank to the international gold clearing? 
fund may be kept in deposit with the central bank; 
itself instead of having to remove it to the headquarters, 
of the Bank. Thus, if the Bank of England has tb 
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^ transfer gold to the Bank of France, the Bank for Inter- 
‘ national Settlements reduces the amount earmarked 
on account of the former and increases the amount 
.earmarked on account of the latter. If before the 
transaction both institutions had £10,000,000 each ear- 
marked with the Bank, and the Bank had, in turn, 
£10,000,000 earmarked with each of them, the transfer 
of £5,000,000 would leave the amount earmarked by 
the Bank at the Bank of England unchanged, but 
would reduce to £5,000,000 the amount earmarked by 
the Bank of England at the Bank for International 
Settlements, at the same time, the amount earmarked 
by the Bank at the Bank of France would remain un- 
changed, while the amount earmarked by the latter at 
the Bank would increase by £5,000,000. Every year, or 
every six months, a balance of claims and counter- 
claims would be struck, and the difierence would 
actually be shipped if necessary. 

Technically, the system does not present any par- 
ticular difS-Culties. To some extent it has already been 
practised between central banks. The question is for 
what purpose the authors of the scheme intend that 
the system shall be used. There are clearly three possible 
objects- 

(1) To obtain for the Bank and for the participating 
central banks the monopoly of gold shipments. 

(2) To reduce to a minimum the physical displace- 
ment of gold across the frontiers. 

(3) To avoid superfluous shipments in connection 
with special transactions. 

There has been noticeable during the last few years a 
tendency on the part of central banks to arrange gold 
transactions between each other instead of allowing 
free course to gold arbitrage and confining themselves 
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to the normal devices of monetary policy to influence 
exchanges so as to initiate or cheek gold shipments. 
The comparative frequency of such transactions has 
led to the assumption that monetary authorities in 
various countries intend to replace normal commercial 
shipments by such artificial transactions. Doubtless, 
central banks are m a position to compete successfully 
with private arbitrage even without the additional 
facilities to be provided by the international gold 
clearing system. As their gold-holding constitutes in 
any case an idle reserve which earns no interest whether 
in their vaults or on its way between two centres, there 
is no need for them to allow anything for loss of interest 
when calculating the cost of shipment. For this reason 
they are in a position to undertake gold shipments 
profitably before any bank or other arbitrageur can see 
its way to undertake them. The gold points for central 
banks are, therefore, considerably different from those 
for other banks. 

^This, in itself, would not affect the stability of gold 
points if it were understood that central banks were 
always supposed to undertake gold shipments when- 
ever exchanges move beyond their special gold points. 
This, however, is by no means the case. The primary 
object of gold transactions between central banks is 
not profit, and they are not likely to undertake gold 
shipments merely for the sake^of the margm of profit, 
unless there is also another motive which makes their 
intervention desirable. Consequently, when the ex- 
changes reach their gold points as calculated for 
central banks, gold may or may not be shipped, accord- 
ing to the convenience of central banks. This state of 
affairs is bound to create a feeling of uncertainty in the 
foreign exchange market, as nobody knows whether 
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or not a further depreciation or appreciation of the 
exchanges wonld be checked by gold transactions. ‘ 
While the gold points for private arbitrage provide an 
approximate Kmit to exchange movements, the gold 
pomts for central banks are merely optional limits 
which may or may not operate m practice. 

Possibly the new scheme intends to go further in the 
same direction and to replace commercial shipments 
altogether by transfers through international clearing. 

In that case, the cost of gold movements would dis- 
appear altogether, and the central banks would be at 
liberly to make gold transfers without any loss, at no 
matter what exchange rate between the gold points. 
Legally, commercial shipments would remain possible, 
but the central banks would take care not to allow the 
exchange to depreciate beyond gold points, and would 
undertake gold transfers before actual shipments 
became profitable for private arbitrage. This would 
be equivalent to the complete loss of the significance 
of gold pomts in practice, and the foreign exchange 
markets and money markets would thereby lose a 
valuable index. As a result, the influx or efflux of gold 
through the clearing system would fail to produce the 
same effect as on the foreign exchange market and 
the money market as gold movements of the same 
magnitude undertaken by private arbitrage. These 
latter usually result in a marked rise or fall, according 
to the case, in the rates of mterest, and tend, therefore, 
to set the forces in motion which tend to correct the 
influences responsible for the weakness of the exchange 
of the exporting country. They also tend to provoke a 
reaction in the exchange rate itself. On the other hand, 
if gold transactions are undertaken by„central banks 
through the clearing system, this fact is likely to 
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minimise their effect. Though the contraction of credit 
resources tends to create monetary stringency, this 
tendency will not be accentuated by the psychological 
factor as in the case of arbitrage transactions. If a ship- 
ment is made by private arbitrageurs, it is known that 
so long as the exchange remains at the rate prev ailing 
at the moment of the transaction, several similar trans- 
actions will follow. If, on the other hand, a shipment is 
made by a central bank, it may or may not be followed 
by other shipments, according to the convenience of 
central banks. Possibly after an isolated shipment the 
exchange is allowed to appreciate or depreciate, as the 
case may be, until it has reached its natural gold point. 

The attempt of central banks to monopohse gold 
shipments would be detrimental to the automatic 
character of our existing monetary system, which is, 
after all, one of the prmcipal advantages of the gold 
standard. It is not likely that the central banks will 
go so far in this direction — at any rate, not dur ing the 
early stages of the operation of the new system. 

The second possibility is that the principal aim of 
the clearing system will be to reduce to a minininm the 
physical movements of gold, without aiming at the 
acquisition by central banks of a monopoly of gold 
transactions. The clearing system enables central 
banks to accept gold delivery at any foreign gold 
centre, and to pay out gold at any foreign gold centre. 
If, for instance, the franc were to appreciate beyond gold 
export point, arbitrageurs need not actually ship gold 
fiom London to Paris, but could deposit gold with the 
Bank of England; the latter would credit the account 
of the Bank for International Settlements, while that 
institution, in turn, would credit the account of the 
Bank of France. Of course, the buying and selling price 
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of gold in case of delivery or demand at a foreign centre 
would have to take due account of the cost of trans- 
port and other expenses, for otherwise the slightest 
deviation of the exchange from par would result m 
withdrawals, which is anything but desirable. Thus, 
gold for the Bank of France would be accepted m 
London at the rate of, say, 123.88, which is in practice 
the rate at which gold shipments to France begin. 
This method is practised already by some central 
banks which keep permanent external reserves, and 
the adoption of the new scheme would merely extend 
it into a general practice 

By such methods it would be possible to reduce to 
a minimum the physical displacement of gold from one 
c^tre to another. The question is whether the change 
is worth the trouble. When people talk about reducing 
gold movements they usually have in mind the reduc- 
tion of the unsettling influence of changes in gold 
reserves. Neither the limitation of gold movements to 
central banks nor the reduction of the physical dis- 
placement of gold by means of the clearing system 
would be helpful in that direction. The tendencies 
which are at present responsible for the fluctuation of 
gold reserves would continue to operate, and, in spite 
of the smaller physical movements of funds, they 
would affect gold reserves to the same extent as the 
present free movements through normal commercial 
shipments. All that would happen is that the changes 
of gold reserve would take place through book-keeping 
entries instead of through actual shipments. 

It may be pointed out that even this development 
offers great advantages, as it would eliminate the 
waste of expenses of gold shipments. In reality, how- 
ever, the amount involved in the actual cost of gold 
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sMpments is negligible, and does not, in itself, justify 
the establishment of a compKcated apparatus. After 
all, the amount spent on gold shipments increases the 
profits of shipping companies, insurance companies, 
etc., and is hardly to be counted as a loss to the 
national income of particular nations. 

The only way by which a reduction of the volume 
of gold movements could prove beneficial is that 
it should be accompanied by a similar reduction in 
the fluctuation of gold reserves. This could only be 
attained by keeping exchange rates in the vicinity of 
their mint parities, instead of allowing them to fluc- 
tuate between their gold points. Though individual 
central banks may use their foreign exchange reserves 
to prevent the exchange from reaching its gold points, 
it is hardly likely that the resources of the Bank for 
International Settlements would be available to be 
used systematically for that purpose. It is not the task 
of the Bank to prevent normal exchange movements, 
which, though inconvenient, are sometimes useful as 
shock-absorbers. 

It IS probable that the primary object of the inter- 
national clearing system is to eliminate costs of special 
transactions. Every year a number of shipments are 
carried out which do not represent profitable exchange 
transactions, and which involve unnecessary expenses 
to the central banks in question. To avoid this, the 
operations will be carried out by means of transfers 
through the clearing system. To some extent this has 
already been done in the past. A characteristic example 
was provided by the triangular gold transactions 
arranged in May and June 1929 between the Reichs- 
bank, the Federal Reserve Bank of New York, and the 
Bank of France, and, to a small extent, between the 
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two fonnor and. tine National Bank of Belgium. Tlie 
Reicksbank bad to sell gold in New York. Instead of 
skipping gold from Germany, it took over part of tke 
gold earmarked on account of tke Bank of France in 
New York, sold it to tke Federal Reserve Bank, and 
replaced it by means of dispatching gold from its 
Cologne branch to Paris, which is less expensive than 
shipments from Bremen or Hamburg to New York. 
Tke Bank of France also benefited by tke arrange- 
ment, as it repatriated free of cost part of its gold held 
in New York. 

Tke proposed clearing system will make suck opera- 
tions more frequent, but will not interfere with tke 
ordinary commercial transactions to any great extent. 
Suck a change would not be revolutionary, and there 
is no reason why it should not operate successfully. It 
is necessary to emphasise, however, that any attempt 
to interfere with normal gold movements, undertaken 
to correct credit conditions which have produced the 
exchange movement responsible for the shipment of 
gold, would be most undesirable 
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POLITICAL ASPECTS 

When dealing with the political aspects of the Bank 
for International Settlements scheme, it is necessary to 
distinguish between its functions in connection with 
reparations payments and its international bahbmg 
activities. As far as the former are concerned, the pre- 
cision with which the Bank’s rights and duties are de- 
fined in the Young Plan reduces the possibility of pohti- 
cal influences acting upon the Bank or through the 
Bank. As depository of reparations funds, all the Bank 
has to do is to carry out the letter of the Plan by collect- 
ing the amounts transferred by the German Govern- 
ment and by distributing them among the creditor 
Governments, after having retained the amounts due 
for the service of the External Loan of 1924 and neces- 
sary to pay for its own services. In this respect, it 
matters little what the political sympathies and 
antipathies of the Board of Directors are. In the case of 
the mobilisation of the annuities, there is a somewhat 
wider scope for political inflijences, and the same is 
true of the preventive measures to avert the postpone- 
ment of transfers. Although the Special Committee to 
examine the circumstances of the German Govern- 
ment’s declaration to suspend transfers may not 
eliminate politics from its judgement, that committee 
is not an integral part of the Bank. 
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The political aspects of the Bank scheme are far 
more important with regard to the Bank’s international 
banking activities. Assnmmg that the Bank will de- 
velop into an i n stitution of the first magnitude, will 
be engaged in the distribution of very large credit re- 
sources, and will play a prominent part m the regula- 
tion of tendencies m the foreign exchange markets, it 
is by no means indifferent whether or not political con- 
siderations may influence its attitude. In this respect 
there are two principal questions which require answer: 

(1) Whether the Bank for International Settlements 
will come under political influences? 

(2) Whether the Bank for International Settlements 
will exert a political influence of its own? 

, In the former case the Directors of the Bank are 
anxious to carry out the political policy dictated to 
them either by their respective Governments or merely 
by their patriotic nationalism; while in the latter case 
they detach themselves from the political influences of 
their countries of origin, and the Bank will develop a 
policy of its own, mdependently of the policy of the 
countries from which its Directors are delegated. 

Should the former be the case, there may be two 
different results: either the conflicting political interests 
would paralyse the activities of the Bank, which would 
then fail to attain its object; or its decisions would 
take the form of pohtical compromises, without regard 
to financial considerations. 

The first alternative would have a highly detrimental 
effect upon the Young Plan, as it would practically re- 
duce the Bank to the role of a collector and distribu- 
tor of reparations payments. It is, indeed, diffi cult to 
imagine how an institution could fulfil the function of 
international banker if every application for credit 
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were to be discussed from a political point of view and 
. tbe members of the Board would support or oppose it 
according to their political attitude towards the coun- 
tries concerned. In such circumstances, the country 
anxious to obtain credit from the Bank would have 
to purchase the support of various Governments by 
means of pohtical concessions — a highly undesirable 
state of afiairs. It is even more likely that an applica- 
tion for credit by one central bank will be favoured by 
the representatives of other central banks on a basis 
of reciprocity. Each of the leadmg central banks has 
a number of satellites among the smaller central banks, 
and it is to be feared that the Directors will form more 
or less permanent groups according to the political and 
other mterests of their countries. Thus, it is by no 
means impossible that the Central and Northern Euro- 
pean central banks may ally themselves with the Bank 
of England, while the Eastern and South-Eastern 
European central banks will be m the sphere of the 
Bank of France. If one of the members of one group 
wants a loan, it may be necessary to promise a loan to 
a member of the other group in order to secure a 
majority in favour of the transaction. Rival countries 
may insist on equal treatment, irrespective of financial 
considerations. If Bulgaria gets a loan, Yugoslavia may 
threaten to withdraw unless she gets a similar loan; 
while Austria may be ofiended unless she gets credits 
simultaneously with Hungary.* 

Possibly this picture may be too dark, though in 
such matters it is safer to err on the side of pessimism. 
The fact that the Bank will be in a position to create 
fresh credit will certainly encourage excessive demand 
for credit, and will make it very difficult for the man- 
agement to i-efuse the applications. As was pointed 
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out iu Chapter VIII., the peculiar nature of the Bank 
enables it to expand credit to a very great extent. 
Bather than expose themselves to the withdrawal of 
countries whose interests are not satisfied, or to inces- 
sant party strife in Board meetings, the Bank might be 
tempted to satisfy everybody and thus to go beyond 
the limits of sound banking. 

The other possibility — and here we return to dreams 
of the future — ^is that the Directors would detach them- 
selves from the nation which delegated them, and 
might regard themselves as true citizens of the world 
whose judgement was independent of the political 
views of their countries. A situation would then arise 
for which there is no precedent in history. The Bank 
would become the arbitrator m conflicts between 
nations, not merely in financial and economic ques- 
tions, but possibly even in political questions. Countries 
bold enough to disobey its rulmg would be placed 
imder financial blockade, while obedient countries 
would be rewarded by flbnancial support. This would 
be a highly undesirable state of afiairs from the point 
of view of sound banking. It is not properly within the 
scope of a bank — even if it is an international bank — 
to interfere with politics. If pohtical conditions in a 
country are such as to make it unsafe for the banker 
to invest its money there, then — and only then — ^he is 
justified in using discrimination against that country. 
This practice was adopted by banking mterests especi- 
ally after the war. No loans were granted to countries 
unless they had a constitutional government. To 
attempt to influence the outcome of a conflict by 
means of withholding or granting credit facilities 
would be, however, an unjustifiable trespass by the 
Bank in the domain of politics. The ideal state of 
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affairs would be to keep political influences off the 
• Bank, and to keep the Bank out of pohtics. 

There is also a possibflity that the Bank would 
develop into an aUiance of central banks to secure 
their independence against interference on the part of 
their respective Governments. The statutes show some 
indication of such a tendency, and it is by no means 
impossible that the new institution may become the 
leader of a “hands off central banks” movement. 
Should this be the case, it would be a point in favour 
of the Bank, as Government interference with central 
banks is seldom beneficial to the country concerned. 
On exceptional occasions central banks are at logger- 
heads with their Governments for considerations other 
than those of public interest. For example, the 
National Bank of Rumania, being controlled by the 
Liberal party, showed for a time signs of passive 
resistance against the Government of the National 
Peasant party. In such cases, however, the Bank will 
certainly abstain from supporting any central bank. 

Very appropriately, the Bank was occasionally re- 
ferred to as a “financial League of Nations”. In fact, 
an attempt has been made to connect the Bank with 
the League of Nations ; but fortunately the proposal 
was rejected, on the ground that the association of the 
Bank with the League would deter American interests 
from participating in it. The importance of this con- 
sideration cannot sufficiently be emphasised. Although 
the State Department is desirous that the Federal 
Reserve System should keep aloof from the Bank, it 
has raised no objection to the participation of private 
banking interests. Should the Bank prove to be suc- 
cessful, perhaps the American authorities may revise 
their attitude and co-operate officially with the insti- 
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tution. It would have been a mistake to deter them 
from doing so by means of associatmg the Bank with 
the League, which would have accentuated, at the 
same time, its political character. Meanwhile, though 
officially the Federal Eeserve System will keep aloof 
from the Bank, they will nevertheless co-operate with 
it indirectly, through their contact with the Bank of 
England. In this respect the situation will remain sub- 
stantially unchanged, for even up to now the Federal 
Eeserve authorities have preferred to co-operate with 
European central banks through the Bank of England 
as an intermediary. 

Some pohtical quarters on the Continent are inclined 
to regard the establishment of the Bank for Inter- 
national Settlements as the first step towards the 
realisation of their favourite dream of a umted front of 
Europe against the United States. It is hardly neces- 
sary to point out the futfiity of their hopes of using the 
Bank as a means of separating the two Anglo-Saxon 
nations from each other. The presence of the repre- 
sentatives of American banking interests on the Board 
of the Bank is in itself a sufficient guarantee that the 
institution will not assume an anti- American charac- 
ter. The American banking group, which is entitled 
to a participation equal to that of any of the principal 
European central banks, though unofficial, is certainly 
representative, and is likely to play an active part in 
the management of the Bank. Its participation dis- 
poses of the hopes or fears of a conflict between official 
United States and the new institution. At the same 
time, it is only natural that the Bank will, if success- 
ful, tend to restore the balance of power in finance 
which has shifted to a harmful extent^^ towards the 
United States. In other words, European money 
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markets will be no longer at tbe mercy of tbe mone- 
tary policy of the Federal Reserve authorities to such 
extent as during the ten years that followed the 
armistice. The change is not likely to be viewed vfith 
disfavour in Washmgton and New York, for the re- 
sponsibility attached to the exceptional position of 
the Federal Reserve authorities since the war has 
occasionally proved to be a burden rather than a 
privilege. The American monetary authorities will be 
glad to be relieved of that responsibility to some ex- 
tent, for it will enable them to concentrate on domestic 
affairs, much to the satisfaction of the Middle West. 
Indeed, they may themselves feel the need of outside 
support on occasions when domestic conditions get 
beyond their control, as was the case during the Wail 
Street boom of 1928-29. 

One of the main points of criticism against the con- 
stitution of the Bank is that it secures a predominant 
interest to the Powers concerned with reparations in 
problems which have nothing whatever to do with 
reparations. There is much to justify this criticism, 
and the only excuse for the arrangement is that it 
was dictated by practical necessity. The Bank scheme 
originated through the necessity of creatmg a repara- 
tions bank, and it would be too much to expect that 
the creditor Governments should admit non-repara- 
tions Powers in such an institution on an equal foot- 
ing. It would have been possible, of course, to come to 
a compromise whereby the countries not interested in 
reparations would possess rights proportionate to their 
finanoia,] importance, but would have no vote when 
matters concerning reparations are at stake. This 
solution woidd have been more favourable from the 
point of view of the Bank’s mternational banking 
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functions, but -would have been less favouxable from 
tbe point of -new of its reparations functions. One of 
the most favourable aspects of tbe Bank is tbat it 
includes neutral interests, even tbougb tbey are only 
allotted a minority participation. It would have been 
unwise to separate tbe two functions of tbe Bank into 
watertight compartments. As and when tbe relative 
importance of tbe reparations functions of tbe Bank 
decline in favour of its general international banking 
function, tben the problem of re-vising tbe balance of 
power established by tbe Young Plan will arise. Mean- 
while tbe reduction (as compared with tbe original plan 
in tbe Young Eeport) in tbe influence of tbe Board of 
Directors made by tbe experts at Baden-Baden and 
embodied m tbe statutes is a step in tbe right direction. 

Both tbe Young Plan and tbe statutes have omitted 
to deal with tbe situa-tion tbat may arise in case of war. 
It is essential tbat tbe Bank should remain strictly 
neutral, and should refrain from granting any credit 
to tbe central bank of a belligerent country. This 
should apply even to wars pursued under tbe auspices 
of tbe League of Nations against disturbers of tbe 
peace. Tbe Bank should, naturally, pay out any de- 
posits it bolds on behalf of either party should tbey 
want to -withdraw them, and may also accept fresh 
deposits or carry out orders on behalf of tbe central 
banks involved. It should not, however, be allowed to 
grant any credits unless'secured by gold or equivalent 
security. This is in accordance with tbe principles of 
prudent banking, as it would be rash to lend to a 
country which is engaged in hostilities. Moreover, as 
belligerent countries usually suspend tbe gold stand- 
ard, tbat itself would justify tbe Bank’s attitude. 

It is necessary to secure tbe in-violability of tbe 
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Bank’s gold held abroad, by means of an international 
• Convention or by means of direct treaties between tbe 
Bank and foreign Governments. Xo gold should be 
deposited with any central bank unless tbe Govern- 
ment of its countrj'- undertakes not to interfere with it 
under any circumstances, and not to raise any ob- 
stacle to its withdrawal even if an embargo is placed 
on gold exports. As far as the assets held in Switzerland 
are concerned, they are duly protected by Article 10 
of the Charter, in virtue of which “The Bank, its pro- 
perty and assets and all deposits and other funds en- 
trusted to it shall be immune in time of peace and in 
time of war from any measure such as expropriation, 
requisition, seizure, confiscation, prohibition or restric- 
tion of gold or currency export or import, and any' 
other similar measures.” It is highly desirable that the 
Bank should conclude similar agreements with every 
country where it intends to hold part of its assets. 



CHAPTER XIII 


CONCLUSION 

The foregoing chapters have indicated the benefits 
promised by the scheme of the Bank for International 
Settlements, and have also underlined the grave 
dangers involved. The establishment of the Bank 
constitutes an experiment the result of which, with 
'our present inadequate knowledge, cannot be fore- 
casted with any claim to accuracy. It is not easy to 
pronounce a preliminary judgement as to whether or 
not the anticipated advantages of the plan justify 
Europe in taking the risks involved. The reader, when 
tiying to make up his mind whether to approve or 
condemn the scheme, has to distinguish between two 
questions: whether he is for or against the idea of the 
Bank, and whether or not he approves of the form in 
which it is put into practice. 

There are a great many considerations which may 
influence one’s attitude towards the idea of the Bank. 
The following are a few of them: 

(1) Whether we believe in international institutions. 

(2) Wliether we consider the present moment as 
opportune for further progress m the process of inter- 
nationalisation. 

J(S) Whether a Bank is the most suitable form for 
an institution which is to handle reparations. 

(4) WThether it is desirable that central banks of 
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different countries should become partners in a joint 
■ enterprise. 

(5) Whether it is desirable, or at least permissible, to 
connect reparations with the movement of co-opera- 
tion of central banks. 

(6) Whether the Bank is likely to become a dai^er- 
ous rival to existing institutions. 

(7) Whether its beneficial results to the community 
as a whole would be sufficient to outw eig h the losses 
— ^i£ any — caused to vested interests. 

^ ^8) WTiether it is desirable to create an institution 
which may in tune grow to an imexpected and perhaps 
uncomfortable size. 

(9) Whether we believe in the need for credit ex- 
pansion. 

(10) Whether we believe that the credit expansion 
will be kept within the hmits of soimd banking. 

(11) Whether we believe that the Bank will be too 
much under political influences. 

I t/(i2) Whether we are in favour of artificial interfer- 
I ence with normal gold movements and exchange move- 
’ments. 

(13) Whether we believe that the Bank will interfere 
with gold shipments or the Foreign Exchange Market 
to any great extent. 

(14) Whether we believe that the Bank ^ in a better 
position than any existing organisation to assist central 
banks to achieve or maintain the stabilisation of their 
currencies. 

On some of these questions, many people may have 
strong views which will determine their attitude to the 
idea of an International Bank. For instance, diehards 
of all nations, opposed on grounds of principle to inter- 
national iastitutions, or ultra -orthodox economists, 
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opposed to even the smallest dose of credit expansion, 
are likely to condemn the idea. Those, however, who ' 
face the fourteen questions with an open mind may 
find that, on balance, the probable advantages out- 
weigh the probable disadvantages. 

Although existing international institutions — ^the 
League of Nations in the first place — are far from 
perfect, it is difficult not to recognise the good work 
that they have done, in spite of all their shortcomings. 
There is at present a strong tendency, as a reaction 
from the war, to strengthen existiug international 
links and to establish new ones. The International 
Bank starts with the tide. As was explaiaed ia Chapter 
III., the Bank scheme may be regarded as the most 
^suitable solution of the reparations problem m its 
present stage. In view of the benefits of the co-opera- 
tion between central banks, their closer association 
is decidedly advantageous. Although a solution which 
links reparations with the movement of co-operation 
is far from ideal, there is nothing inherently evil in it. 
It is unlikely that the new institution will compete *■ 
directly with existing banks, although through its 
activities it may divert some business from them. It is 
reasonable to expect, however, that the banks will be 
compensated for the loss by the benefi.ts of a general 
expansion of international financial activities. The 
possibility of the institution overreaching itself un- 
doubtedly exists, but the dangers arising from it are 
by no means excessive. Credit expansion is to be judged 
not as a principle but as a practice: and it is its abuse, 
not its use, which is to be feared. As to whether the 
management of the Bank wiU be able to resist political 
influences, the outlook is far from reassuring. Th^ 
is undoubtedly the most disquieting aspect of the 
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problem, and it wonld be self-deception to minimise 
•tbe extent of tbe danger. 

. • Most bankers and economists would oppose any 
interference with tbe automatic working of gold move- 
ments tbrougb exchange transactions, and it is un- 
likely that the Bank will go very far in that direction. 
It will assist central banks in their task of resisting 
abnormal exchange fluctuations, but is not likely to 
attempt to interfere with normal fluctuations within 
the limits of the gold points. 

The question is whether the advantages we shall 
probably obtain as a result of the Bank’s activities 
make it worth our while to run the grave risk of inter- j 
national credit inflation that may occur as a result of 
political influences in the management of the Bankl, 
The answer to this question is largely a matter of 
temperament. Many people are desirous of avoiding 
any abnormal risk, no matter how much it is out- 
weighed by prospects of ultimate benefit. Such an 
attitude, if generally adopted, would handicap pro- 
gress, which is bound to be exceedingly slow unless 
the world is prepared to take some risk. 

It is desirable, however, that, when taking the risk, 
we should do so with open eyes; that we should be 
fuUy aware of its existence and of its possible extent; 
that we should be in a position to reduce it to a mini- 
mum by anticipating the danger. 

Experience will show whether or not the Bank 
plan as elaborated by the Young Committee and by 
the Organising Committee is the best possible method 
for obtaining the maximum advantages from the 
idea, while running the minimum amount of risk. 
In the course of experience, the shortcomings of the 
statutes may become evident — ^in fact, it would be a 
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miracle if statutes drafted in the complete absence of 
precedents were to satisfy the requirements of prac- 
tice without amendment. In view of the difiS.culties 
that will prevent the making of essential alterations, 
the interpretations of the statutes by the Board of 
Dicectors is of as great importance as the text of the 
statutes itself. Difficulties and conflicts are likely to 
arise, especially at the beginning ; but it is to be hoped 
that they will be solved in a spint of conciliation, with- 
,out which even the best statutes, drafted with a super- 
human foresight of every possible development, could 
pot prevent the Bank from failing to attain its object. 
It is equally important that the men who guide the 
Bank should possess sufficient flexibility of person- 
jality and of views to allow the Bank to adapt itseK to 
changing conditions. 
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PRELIMINARY ANNOUNCEMENT OF THE BANK 
SCHEME 

The following is the official text of the statement issued on 
March 9, 1929, hy the Committee of Experts in Pans on a 
Suggested Plan of a BanJc for International Payments^ 

‘As heretofore indicated in the pubhc press, a purely tenta- 
tive proposal for the organisation of a new International Bank 
was submitted to the Committee of Experts at a plenary session 
on March 7. ^ 

“Discussion, apart from suggestions, has taken place, and will 
be reviewed at a plenary session on Monday, March 11. 

“Emphasis is laid on the fact that the whole scheme as 
presented to the Committee of Experts is as yet tentative in 
character, and, after further exammation, is subject to rejec- 
tion in part or in whole. 

“It is obvious that the Committee of Experts, in deciding to 
explore the possibihties of such a new International Bank, have 
been impressed with the behef that, in order to achieve a final 
settlement of Reparations, with which duty the Committee is 
charged, it will be necessary accordingly to do away with a great 
part of the temporary war-time machinery that was created to 
collect Reparations, and, for this, if possible, to substitute a 
permanent peace-time machinery, New machinery may be 
neededin itself to handle the great newinternational movement 
of funds created by the Reparations and War Debts. 

“Substitution of financial for political machinery should, it 
is beheved, transfer hquidation of Germany’s mternational 
obhgations from the realm of political discussion to the ordinary 
forms of business which characterise a state of peace. 

“If such an institution were created, its primary function, as 
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m the past, would be to act as trustees, receiving from Germany 
sucb annuities as may be arranged and disbursing these among 
creditor nations 

‘*As sucb a link between debtor and creditor, it would facili- 
tate transfers, and it is contemplated that it would finance 
deliveries m kmd; and in important projects coming under the 
general beading of debveries in kmd, it migbt, under proper 
safeguards, finance tbe residual part of tbe work 

‘'Tt also could co-operate with and act as an essential inter- 
mediary between all tbe existmg central and issumg banks in 
tbe marketmg of sucb bonds as migbt be created for tbe com- 
merciabsation of Germany’s annuities It could co-operate witb 
existing banks of issue, and migbt, if desired, receive both 
clearing and mvestment deposits. Tbe large amount of foreign 
exchange which normally it would bold would fit it for this 
clearmg function, and as a reservoir of foreign exchange it 
might be of distmct service to existmg central banks. 

"‘The outbne, as submitted, makes it clear that should this 
plan meet witb financial approval, tbe institution created would 
simply avoid competition with existmg commercial and mvest- 
ment banking institutions, and would consider it to be a prime 
necessity to act in close co-operation with existing central banks 
of issue. In fact, tbe Bank would co-ordmate and subordinate 
its activities in any particular country witb and to tbe policies 
of tbe existing issumg banks of that country. 

^‘Tbe new Bank would be in no sense a super-bank to exercise 
a dominating influence over existing institutions. Tbe authors 
of tbe suggestion bebeve that tbe operations of tbe new mstitu- 
tion would tend to increase and strengthen tbe co-operation 
that abeady has been developed between central banks, and 
which has been of sucb marked service during tbe past several 
years m restoring tbe gold standard throughout tbe world and 
m other ways stabibsmg financial conditions. It would supple- 
ment rather than dupbcate existing institutions, and it would 
assist rather than direct. 

‘'As to management, tbe scheme makes it clear tbattbe Bank, 
if organised, must be non-political, must be international, and 
free from any dominatmg financial relationsbipsl 
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“Upon the directorate should sit only men of experience and 
• financial repute As supplementary to the directorate, adidsory 
committees are suggested, composed m such manner as might 
be necessary to secure sound opinion on the problems to be 
dealt with 

“The offices of the Bank would probably be in one of the 
smaller countries where a wsuitable legal status and freedom 
from taxation may be obtained. 

“It IS beheved that the operations of the Bank would be of 
advantage equally to the debtor and creditor nations. With the 
estabhshment of such financial machinery, Germany would 
stand on her own feet financially, would have the responsibihty 
of obtaining her own credit, and would be dealing on a business 
basis with an mternational financial institution operated on 
sound business principles. 

“In addition to brmgmg these advantages, the Bank would be 
in a position to aid the Reichsbank and other central banks i3 
the work of obtaimng the stabihty of their exchanges, and so to 
assist m obtaining steady business conditions generally 

“To creditor nations it would be valuable as facihtating the 
uninterrupted flow of annuities and furnishing readier facilities 
for the ultimate commercialisation of the German Debt. 

“The creditor nations would also participate m the profits 
that the Bank might reasonably be expected to earn. 

“The new Bank might serve to fill in possible gaps that now 
exist in the world’s banking organisations, and particularly such 
a gap as may have resulted from the new situation created by 
the Reparations and Debt Settlements. 

“The discussions of the Committee next week are intended to 
clarify the project and to brmg the Committee to a determina- 
tion as to whether to proceed further with this plan or whether 
to postpone further consideration of it.’^ 



APPENDIX II 


EXTEACTS FROM THE REPORT OF THE COM« 
MITTEE OF EXPERTS ON REPARATIONS 

The following is the text of those farts of the Young Report 
and %ts Annexes which deal with the Bank for International 
Settlements: 

^ Extract from Part 5 (Course of the Proceedings) 

The arrangements tliat liave been in force under tbe Dawes 
Scbeme for liquidating a part of tbe annuity by means of de- 
liveries in kind required consideration from two points of view; 
{a) tbe substitution for tbe existing methods of a more elastic 
macbmery wbicb, as tbe Dawes Committee reco m mended, 
should be non-pobtical; and (b) tbe gradual termination of tbe 
system at tbe earliest moment consistent with existing relation- 
ships and with tbe interests of Germany, whose economic life 
has been durmg tbe past few years gradually adapted to them, 
and who would feel herself prejudiced in an economic sense by 
tbeir too sudden termination 

Tbe enquiries upon these subjects were found to be con- 
verging upon one central pomt, viz., tbe nature of tbe authority 
which should act as tbe chief medium for discharging tbe 
various functions under a new plan. 

In tbe exploration of tbe problem of substituting authority 
of an external, financial and non-political character for tbe 
present macbmery and controls of tbe Dawes Plan (viz., tbe 
administration of tbe Agent-General and of tbe various Com- 
missioners in Berbn, and those fxmctions of tbe Reparation 
Commission which were involved), they immediately met with 
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tlie necessity for a Trostee to whom the payments in foreign 
currencies and Eeichsmarks should be made by Germany, and 
by whom the distribution to the appropriate recipients should 
be managed. 

In the second place, the problems of mobilisation and 
commercialisation demanded a common centre of action and 
authority for the purpose of co-ordmating and controlling the 
arrangements, and there were obvious advantages in such an 
authority being of a continuous or permanent character. 

In the third place, the continued existence of Deliveries in 
Kdnd necessitated special machinery of direction and control, 
at any rate for a period of years. 

They had already considered the desirability of an advisory 
committee which could take any necessary action m connection 
with the declaration of a postponement on the postponable part 
of the annuity. A permanent central authority might iaclude 
among its functions the convening of such an advisory body, 
mternational m character and existing as a constituent part 
of this central authority, to consider the situation which had 
brought about the necessity for a postponement, or the situa- 
tion which a postponement itself created. 

Agam, the possibility that, either exceptionally or regularly 
as part of the plan, obligations would be discharged m marks 
within Germany necessitated a financial anthority to arrange 
for the disposition of such funds or assets m the interests of 
the Creditors, by arrangement with the Eeichsbank or other 
German authority. 

Moreover, in so far as the task of transferring the payments 
into foreign currencies involved, besides a restnction of im- 
ports, an extension of German export trade, we envisaged the 
possibfiity of a financial institution that should be prepared to 
promote the increase of world trade by financing projects, par- 
ticularly in undeveloped countries, which might otherwise not 
be attempted through the ordinary existing channels. 

These several considerations led the Committee to the 
elaboration of a plan for a Bank for International Settlements, 
which should, in its various functions, meet all these points. 
The outline of this scheme is given in Section 6 and Annex I 
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6. — Bank por International Settlements 

A — General Reasons for the GonsMuUon of an InsMuUon 
with Banhing Functions 

A general plan for a complete and final settlement of the 
reparation problem, bemg primarily financial m character, in- 
volves the performance of certam banking functions at one or 
more points m the sequence between the initial payment of the 
annuities and the final distribution of the funds A bankmg 
institution designed to meet these requirements justifies and 
makes logical the liqmdation of all pohtical controls, and pro- 
vides mstead machmery essentially commercial and financial 
m character, which carries with it all the support and, at the 
same time, all the responsibihties that economic engagements 
imply The process of removmg the reparation problem from 
the pohtical to the financial sphere, which was begun m the 
Dawes Plan, wiR thus be carried a step further. 

In general terms, the institution will take over such functions 
of the existmg agencies as it may be necessary to continue and 
will perform the whole work of external administration, such as 
the receipt and distribution of payments and the commercialisa- 
tion of those parts of the annuities which are susceptible of 
bemg commercialised. 

The operations of the institution will be assimilated to ordi- 
nary commercial and financial practice. Its orgamsation will 
be outside the field of pohtical influences, and its powers and 
facihties will be suflGlciently broad to enable it to deal freely 
and promptly with the problems mvolved m the settlement of 
Germany’s obhgations The mstitution will be eqmpped with 
machinery which wiU provide an elastic element between the 
payments to be made by Germany and their reahsation In 
consequence, the Creditors wiU have further assurance that the 
effects of economic changes on the flow of payments will be 
minimised, and Germany for her part wiU have the possibility 
of assistance during temporarily unfavourable conditions 

It is obviously desirable, m the mterest of obtaining results 
with the greatest efi&ciency, not to limit unduly'" the functions 
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of tte institution. The character of the annuities, and the mag- 
nitude of the pajnnents to be transferred over the exchanges, 
provide at once the opportunity and the need for supplement- 
ing with additional facilities the existing machinery for carry- 
ing on international settlements, and withm limitations of 
the sound use of credit to contribute to the stability of inter- 
national finance and the growth of world trade. We consider 
that by judicious non-competitive financial development the 
Bank should prove a useful instrument for opening up new 
fields of commerce, of supply and of demand; and will thus help 
to solve Germany’s special problem, without encroachmg on 
the activities of existmg institutions. 

In desigmng the Plan for the Bank for International Settle- 
ments, which is given m outhne in Annex I., we were therefore 
mindful of the fact that these new facilities should not sup- 
plant but should augment and perfect existing arrangements 
for carrymg through mternational settlements The Bank will 
have (a) as its essential or obhgatory functions those ivhich are 
mherent m the receipt, management and distribution of the 
annuities, and (b) as its auxiliary or permissive functions those 
which evolve more indirectly from the character of the an- 
nuities. There is no hard-and-fast hne between the two sets of 
functions, because the first lead naturally mto second. 


B . — Orgamsaiion of the Bank 

In view of the part which the Bank wiU have to play in the 
general interest, it is advisable to place the control of its manage- 
ment in the hands of the central banks, smce these are the 
organisations responsible m each market for the convertibility 
of the national currencies and the, control of credit. 

At the time of the Bank’s constitution the capital will be 
geographically distributed in such a way as to associate in the 
Bank’s working and in its development all the countries inter- 
ested in the reparation settlement and all the financial markets 
which may subscribe to the Bank’s issues. 

Provision is made for the utilisation of the net profits of the 
Bank, due allowance bemg made for the payment of cumu- 
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lative dividends on tte capital stock, to create suitable reserve 
funds Provision is also made, m case Governments or central 
banks make long-term deposits with, the Bank, whereby they 
shall share proportionately m the remainder of the profits, 
after the requirements on account of dividends and the reserve 
funds have been covered 

Inasmuch as its mternational basis is an essential feature 
which distinguishes the institution, from all others, it has no 
single fiscal allegiance, and it is desirable that in its movements 
in the various national markets it should not be hampered 
or restricted by considerations of relative fiscal burdens It is 
therefore recommended that the Governments of the countries 
concerned enter iato a Convention for the avoidance of double 
and triple taxation of the Bank along the following lines 

(а) The funds and investments of the Bank to be freed 
, from national taxation at the point where they derive 

mterest, income and profit; 

(б) all individuals and corporations receiving profit, 
mterest or mcome from the Bank to be fully liable thereon 
to such taxation as such mdividuals and corporations 
would attract if the profit, mterest or mcome were derived 
from any other source. 

(1) Capital . — On the formation of the Bank its authorised 
capital wdl be in the equivalent of $100,000,000. The entire 
amount will be issued, but only 25 per cent of each share shall 
be called up, until the Board of Directors decides on a further 
call. The allocation of shares by countries is provided for in 
Section II of Annex I. The shares will carry no votmg rights, 
but voting rights corresponding to the number of shares first 
issued in each country Will be exercised by the central bank of 
that country in general meetings attended by representatives 
of those banks, taking the place of general meetings of share- 
holders. 

(2) Admimstratwn — The entire admmistrative control of the 
Bank will be vested m the Board of Directors. The functions 
of a Director of the Bank are incompatible with those mvolving 
national political responsibilities, and the statutes of the Bank 
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will make tlie necessary provision in order to avoid sucli con- 
, Qict of functions. All the Directors and candidates shall he 
ordinarily resident in Europe, or shall he in a position to give 
regular attendance at meetmgs of the Board. 

The Governor of the central hank of each of the seven 
countries to which members of the present Experts’ Committee 
belong, or his nominee, will be entitled to be a Director of the 
Bank ex officio. Each of these Governors may also appoint one 
Director, being a national of his country and representative 
either of finance or of industry or commerce. Durmg the period 
of the German aimuities the Governor of the Bank of France 
and the President of the Eeichsbank may each appoint, if they 
so desire, one additional Director of his own nationality, being 
a representative of mdustry or commerce. These fourteen (or, 
as the case may, sixteen) Directors wiU elect nob more than nine 
additional Directors from lists furmshed by. and which may 
include, the Governors of central banks in other participating 
countries. 

If m the process of organising the Bank or in the perform- 
ance of its functions after establishment, it is found that the 
central bank of any country or its Governor is unable to act 
officially or unofficially m exercising the fxmctions, authorities 
or privileges accorded to central banks under the Plan, or 
refrains from doing so, alternative arrangements not incon- 
sistent with the laws of that country will be made. These alter- 
native arrangements are outlined in Section XII. of Annex I. 

(3) Distribution of Profits . — ^The profits shall be divided in 
accordance with the provisions contamed in Annex I. 


C . — General Observations on the Bank 

The foregoing outline of the functions and organisation of 
the Bank for International Settlements, together with the fuller 
presentation of the Bank Plan in Annex I , largely speaks for 
itself. It remams, however, to point out certain advantages 
which the Bank offers as against the existing Eeparation pro- 
cedure, and which advantages accrue both to Germany and to 
the creditor cTountries, because the Bank in putting the pay- 
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ments on a business basis makes tbeir receipts tbe more certam, 
and facilitates their movement The new facilities introduced 
by the Bank are m addition to the provisions given elsewhere in 
the Plan whereby Germany is entitled to declare a postpone- 
ment of transfer. They are rather in the nature of forestalling 
circumstances which might of themselves lead to a transfer 
postponement These measures of prevention are of two general 
sorts: j&rst, the Bank may employ its power of givmg credit 
to arrange temporary assistance m transferring the annuities; 
second, the Bank will be in a position, in agreement with the 
Reichsbank, to invest in Germany Reichsmarks currently accru- 
ing to its account at the Reichsbank This measure to the ex- 
tent to which it may be utilised will return to the German 
economy a portion of the annuity, and through the Bank’s 
credit mechanism provide the foreign exchange with which to 
pay the current allotments to the creditors on account of the 
annuity The application of either or both of these measures is 
prompt and decisive, and they operate m advance of the time 
when difficulties present themselves rather than afterwards, 
and serve to ease any stram until such time as the discount 
rate and other corrective measures have had opportumty to 
exert themselves 

It is not to be assumed that these two measures should be 
reserved for emergency use The use of the Bank’s credit by 
central banks withm moderate limits, and over short periods, 
may m time become a normal function scarcely different m its 
exercise from the use of central bank credit by banks and 
bankers All central banks, for ordinary exchange operations 
or for other purposes, would frequently find it advantageous 
to make use of the facility. The second measure, that of invest- 
ing within Germany some portion of the annuity receipts, should 
also find its uses m normal times. Both measures are neces- 
sarily limited by the funds which the Bank will have at its 
disposal and by the requirement that it maintains its liquidity 
at all times. 

These are mstances of the Bank’s utility to Germany. They 
also illustrate the flexibility which the Bank’s facilities give to 
the handling of the disbursements to the creditors. Further 
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instances of joint benefit may be briefly indicated* The Bank 
• will be able to give short-term and intermediate credit to pur- 
chasers of deliveries in kmd, notably for the construction of 
public works on delivery-in-kind account. Intermediate credit 
operations need not be restricted, however, to any one country 
or to the purchase of any one country’s goods. On the contrary, 
it would be desirable to broaden such operations in the mterest 
of world trade to the extent that the Directors of the Bank 
approve. As a stabilising factor in the foreign exchanges its 
advantages are obvious, and if in due time the arrangements 
provided for an international settlement fund are put into efiect- 
ive operation, the Bank should go far to eliminate the costs and 
risks now incurred in the shipping and re-shipping of gold. 

The Bank excludes from its procedure all political influences, 
and business principles and practice mtervene to facilitate the 
settlement of Germany’s obligations without in any way quali- 
fying her independent and sole responsibility. The Office for 
Eeparation Payments and its associated orgamsations in Berlin 
will be retired, and the Reparation Commission’s relations with 
Germany will be terminated. Germany will assume the responsi- 
bility for raising and transferring the annuities, and the Bank 
takes over the work of their receipt and disbursement. 

As already stated, the Bank is so designed as not to interfere 
with the functions performed by existmg institutions, but it is 
to create for itself supplementary functions m a special field of 
its own. To this end every care should be exercised m the 
organisation and administration of the institution. 

In the natural course of development, it is to be expected 
that the Bank will in time become an organisation, not simply, 
or even predominantly, concerned with the handling of repara- 
tions, but also with furnishing to ^he world of international 
commerce and finance important facilities hitherto lacking. 
Especially it is to be hoped that it will become an increasingly 
close and valuable hnk in the co-operation of Central Bankmg 
institutions generally — a co-operation essential to the continu- 
ing stability of the world’s credit structure. 
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Extracts from Part 8 (Annuities) 

8 (e) MEASURES OF SAFEGUARD 

The essence of the additional margin of safety given to a part 
of the annuities lies in the power to postpone transfer. We are 
recommending, in order to protect Germany against the pos- 
sible consequence of a comparatively short period of depres- 
sion, which might, for internal or external reasons, put such a 
severe strain on the exchanges as would make the process of 
transfer abroad dangerous, that the German Government 
should have the right, on givmg 90 days’ notice, to postpone 
transfers for a period not exceedmg two years under conditions 
set out in Annex IV. During the period of postponement, the 
liabihty of the German Government with regard to the sums 
affected would m the first mstance be limited to payments in 
Reichsmarks to the account at the Reichsbank of the Bank for 
International Settlements; under certain conditions, part of 
this pajment may also be withheld. 

Upon the declaration of any postponement the Bank for 
International Settlement shall convene the Special Advisory 
Committee- At any other time, when the German Government 
declare to the Creditor Governments and to the Bank for Inter- 
national Settlements that they have come to the conclusion in 
good faith that Germany’s exchange and economic life may be 
seriously endangered by the transfer in part or in full of the 
postponable portion of the annuities, the Committee shall also 
be convened. 

Upon being convened, the Special Advisory Committee shall 
forthwith consider the circumstances and conditions which 
have led up to the necessity for postponement, or have created 
a situation in which Germany considers that her exchange and 
economic life may be seriously endangered by further transfers 
of the postponable portion of the annuity, and make a full in- 
vestigation of Germany’s position in regard to her obligations 
under this Plan. 

In their report to the Governments and to the Bank, having 
(in case of a postponement of transfer) satisfiedthemselves that 
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the German authorities have used every effort in their power to 
fulfil their obligations, they shall indicate for consideration by 
the Governments and the Bank what in their opinion are the 
measures that should be taken in regard to the application of 
the present Plan. 

It shall further be the duty of the Bank durmg a postpone- 
ment of transfer to direct, in conjunction with the Reichsbank, 
the employment of the Reichsmarks paid to its account at the 
Reichsbank by the German Government. (See Section VI. of 
Annex I. to this Report.) 

The following paragraphs sketch the organisation of the 
Special Advisory Committee of the Bank for International 
Settlements, referred to in the preceding paragraphs: 

1. The Committee shall act in a purely consultative capa- 
city. Its findings shall have no effective force unless con- 
firmed and accepted by the Bank as Trustee of the Creditors,^ 
and if necessary by the Governments concerned. 

2. The Committee shall play no part in connection with 
the unconditional annuity accepted by Germany and re- 
ferred to m the Plan as the “unconditional annuity’’. 

3. The Committee shall be convened by the Bank accord- 
ing to the rules of its own constitution when notice shall be 
received from the German Government. It shall not be re- 
quired to meet at any other time. 

4. The Committee shall consist of seven ordinary and four 
co-opted Members. The ordinary Members shall be nomin- 
ated one by each of the following* 

The Governors of: 

The Reichsbank, 

The Banque de Prance, 

The Bank of England, 

The Banque Rationale de Belgique, 

The Banca d’ Italia, 

The Bank of Japan, 

A Federal Reserve Bank of the United States or some 
other agreed American financial institution; 
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in the last two cases, such nominee being ordinarily resident 
m Europe or in a position to give prompt attendance on a 
meetmg of the Committee being called. These nominees of 
the Governors of the Banks shall not be officially connected 
with the banking institi;Ltions in question nor with the Govern- 
ment departments of their respective countries After being 
summoned they may, if they so desire, co-opt not more than 
four additional members with the mtent that special aspects, 
whether in finance, exchange, mdustry, etc , of the particular 
situation m question shall be represented, Durmg the course 
of the proceedmgs and until the report is made, the co-opted 
members shall be equal in all other respects to the ordmary 
members, but they shall thereafter be discharged from office. 

5. The Committee may proceed by way of hearmg evidence 
or asking for documents, as it may desire, but the President 
of the Eeichsbank and/or any other person nominated by the 
German Government may appear before or submit to the 
Committee the reasons for which a postponement has been 
declared or measures are desirable as indicated above. 

The Committee shall neither grant nor refuse a postpone- 
ment. After makmg enquiry, it shall report to the Govern- 
ments and the Bank as indicated above 

6 Unless otherwise arranged by consent the expenses of 
the Special Advisory Committee shall be borne by the Ger- 
man Government. 

The Bank for International Settlements shall manage the dis- 
bursements on deliveries in kind account, and m makmg distri- 
butions of cash to the Creditor countries shall have due regard 
for those portions of the annuity which are restricted to pay- 
ments for deliveries in kind. 

10.— COMMERCIALISATION AND MOBILISATION 

Having recommended the creation of the Bank for Inter- 
national Settlements in order to provide machinery for the re- 
moval of the Eeparation obligation from the political to the 
financial sphere, we have further considered what procedure is 
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necessary in order to assimilate this obligation as closely as 
possible to an ordinary commercial obligation (‘'commercial 
isation”). 

Fiirtber, certain Governments are known to attack par- 
ticular importance to tke possibility of raising money by the 
issue to the public of Bonds representmg the capitalisation of 
the unconditional portion of the Annuity (“mobilisation”). 

/ It is of course not within our power to advise as to the time 
at which such issues can be made with advantage, or as to the 
terms and conditions on which issues should be made The 
arrangements to be made would no doubt vary according as, 
for example, an issue is to be made for cash m the general m- 
terest of all the Creditor Governments, or an mtemal issue is to 
be made m one smgle country by way of conversion of Govern- 
ment Debt It will be the province of the Bank itself to advise 
upon such matters; but we have thought it necessary to advise 
a framework within which these operations may take place. 

This framework is given in Annex III. It provides first that 
the Annuities themselves shall be represented by a German 
Government certificate of indebtedness deposited with the 
Bank, similar to those in use in ordinary commercial practice 
(a proper distmction being made m the coupons between the 
conditional and unconditional portions of the Annmty) The 
provisions regarding security are given m the Annex and the 
conditions m which mobilisable Bonds should be created and 
issued are defined 

One of the most important provisions of this scheme is that 
annuity moneys should be distributed by the Bank m strict 
proportion to the rights of each party — whether Government 
or bondholder. 

Extbacts bkom Part 11 (The New Plan contrasted 
WITH THE Dawes Plan) 

(7) Finamial Orgamsatim 

The organisation and machinery of the Dawes Plan were 
based on the conviction that it must find its proper guarantee 
in the mterests of all parties to carry it out in good faith. In 
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aiming as it did at tte transference of the Reparation pay- 
ments from the pohtical to the economic and busmess sphere, 
it presumed constant co-operation of debtor and creditors 
alike The new system goes further along the same road, re- 
placing the collaboration of separate administrative and govern- 
mental organisation by common work iu a purely financial 
institution, in the management of which Germany is to have 
an appropriate part The present administrative orgamsations 
cannot have all the elasticity necessary for bankrng transac- 
tions of the magmtude of the payment and transfer of the 
annuities, but the new Bank m close association with the banks 
of issue and with the banking facihties at its command will 
have aU the necessary means of effecting these operations with- 
out disturbance to the German economy or to the economy of 
other countries. In addition it will be in a position to open 
up to trade new possibilities of development. The operations 
which it IS to undertake cannot be disturbed or hampered with- 
out irreparable damage to the credit of the countries concerned. 
This assurance should make it possible to limit the guarantees 
estabhshed under the present system for the protection of the 
rights of the creditors, to the minimum required for the prompt 
and facile commercialisation of the mobilisable part of the 
annuity. 


ANNEX I 

SUGGESTED OUTLINE FOR THE ORGANISATION OF 
THE BANK FOR INTERNATIONAL SETTLEMENTS 

In Section III of the foUowmg outline, provision is made for 
an Organisation Committee, which will have the duty of 
puttmg the Bank project into effect. This outlme has been 
drawn up for the benefit of the Organisation Committee, which 
wiU have power generally to modify its provisions or to make 
substitutions for any or aU of them, provided always that 
such modifications or substitutions shall not be inconsistent 
with the essential functions of the Bank with respect to the 
Experts’ Plan as a whole. ^ 
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I. — PuKPosE, Xame and Location 

The Bank organised under this Plan shall be known as the 
''Bank for International Settlements’’. 

The purpose of the Bank is to provide additional facilities 
for the international movement of funds, and to afford a ready 
instrument for promotmg international financial relations. In 
connection with the German reparation annuities, it shall per- 
form as trustee for the creditor countries the entire work of 
external administration of this Plan, shall act as the agency for 
the receipt and distribution of funds, and shall supervise and 
assist in the commercialisation and mobilisation of certain 
portions of the amuities. 

It shall be located m a financial centre hereafter to be 
designated In selecting the country of incorporation, due con- 
sideration shall be given to obtaining powers sufficiently broad 
to enable it to perform its functions with requisite freedom and 
with smtable immunities from taxation. 

II. — Shabe Capital 

The authorised capital of the Bank may be expressed in the 
currency of the country of domicile, and shall amount to the 
round eqmvalent of $100,000,000. Upon the formation of the 
Bank the whole authorised capital shall be issued, but only 
25 per cent of each share shall be then paid in. The Board of 
Directors of the Bank shall have power to call for the pajunent 
of further instalments, it shall also have the power to authorise 
an increase or a reduction m the total capital stock of the Bank. 

In each country in which the shares of the Bank may be 
offered for sale, the shares shall be issued through the central 
bank of that country or other agency to which the central bank 
offers no objection In the seven countries to which members of 
the present Committee belong, issues or allocations of shares 
shall always be made m equal amounts. The central banks of 
these countries, or banking groups not objected to by them, 
shall guarantee the subscription of the whole of the first issue 
in the round equivalent of $100,000,000; but they may agree 
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with central banks or groups in other countries (particularly 
those interested in reparations) that an amount of the first . 
issue not exceeding the round equivalent of $4,000,000 for each, 
and not exceeding the round equivalent of $44,000,000 in all, 
may be issued in other countries 

In the event of an increase m the authorised capital and a 
further issue of shares, the distribution among countries shall 
be decided by a two-thirds majority of the Directors of the 
Bank on the above prmciples. In particular, the percentage of 
the total shares issued m the seven countries first mentioned 
above shall not faU below 55. 

Apart from countries mterested in reparations, only countries 
which have, at the time an offering of shares is made, a cur- 
rency stabihsed on a gold or gold exchange basis may partici- 
pate. 

The shares may be expressed in the currency of the country 
in which the Bank is domiciled, and shall state the amount of 
the share at the gold mint parity of the currency of the country 
in which they are issued, they shall be registered and continue 
to be registered, but may be freely negotiated Transfers of the 
shares after issue shall not affect the voting power reserved to 
the central banks as described below Payments to the share- 
holders on account of dividends or at the liquidation of the 
Bank shall be made in the currency of the country of domicile. 

The shares shall carry no voting rights, but votmg rights 
correspondmg to the number of shares originally issued m each 
country shall be exercised by the central bank of that country 
in the general meetmgs of the Bank (takmg the place of the 
general meetings of shareholders), which the representatives 
of the participatmg central banks will attend 

The shares shall be entitled to participate in the profits of 
the Bank as indicated in the section ^‘Distribution of Profits”. 


III. — Organisatioisi' Committee 

For the purpose of takmg the prehminary steps for putting 
the Bank project into effect a temporary Committee shall be 
created, which will be known as the “Organisation Committee”. 
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Tills Committee stall be appointed by the Governors of the 
, central banks of the seven countries to which members of the 
present Committee belong The Governor of each of these seven 
central banks shall be entitled to designate two members of the 
Organisation Committee, with due regard for the necessity of 
including m its membership persons versed in banking, the 
issue of bonds and the work of the present Committee of Ex- 
perts If for any reason the Governor of any of these central 
banks shall be unable officially or unofficially to designate 
members of the Organisation Committee, or refrains from 
domg so, the Governors of the remaimng central banks shall 
invite two fellow-nationals of the Governor not participating to 
act as members of the Committee. The members thus selected 
shall have m all respects an equal vote in the work of the Com- 
imttee with the members otherwise chosen. The decisions of 
the Organisation Committee shall be taken by a three-quarters 
vote. 

As an essential pait of its work the Orgamsation Committee 
shall proceed with drawmg up a charter for the Bank, which 
shall be consistent with the provisions of the Plan, and shall 
take such steps as may be necessary to ensure its timely grant- 
mg or enactment by appropriate public authorities. 

The Orgamsation Comm i ttee shall, until such time as the 
Board of Directors of the Bank is appomted and takes office, 
proceed with the physical organisation of the Bank. It shall 
arrange, m accordance with the procedure prescribed m Section 
II , for the subscription of the capital stock, and m accordance 
with the procedure prescribed in Section IV., for the appomt- 
ment of the Board of Directors. It shall call the first meeting 
of the Board of Directors, and designate the temporary Chair- 
man to preside at that meeting pending the election of the 
regular Chairman. It shall draw up the statutes for regulatmg 
the administration of the Bank and submit them to the Board 
of Directors for consideration. These statutes shall make pro- 
vision for such matters as are usual in banking orgamsation, 
and in particular provide for the following: 

(1) The qualifications for membership on the Board of 

Directors 
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(2) The nature and duties of the permanent committees of 
the Board of Directors, including the Executive Committee. 

(3) The administrative departments to be created within 
the Bank. 

(4) The time and place of the meetings of the Board of 
Directors and of the Executive Committee. 

(5) The form to be used for the convocation of the General 
Meetmg, as well as the conditions and the methods for 
exercismg votmg rights on the part of representatives of 
central banks 

(6) The form of trust certificates which the Bank shall 
issue to the creditor Governments under the Plan. 

(7) Provisions with regard to liqmdation of the Bank. 

The Organisation Committee shall co-operate with the organ- 
isation committees provided for in this Plan. 


IV. — Directorate and Management 

The entire administrative control of the Bank shall be 
vested in the Board of Directors, whose duty it shall be to 
supervise and direct the operations of the Bank and m general 
so to act as to carry out those purposes of the Plan co m mitted 
to the admmistration of the Bank. In particular, the Board of 
Directors 

(1) Shall have the right to adopt, modify, limit or extend 
the statutes of the Bank m such a manner as shall not be 
inconsistent with the provisions of the Plan 

(2) Shall have the power generally to modify the provisions 
contamed m the outline of the Bank’s organisation or to 
make substitutions for any or all of them, provided always 
that such modifications or substitutions shall not be incon- 
sistent with the essential functions of the Bank with respect 
to the Experts’ Plan as a whole and with its existing engage- 
ments. 

(3) Shall appomt the chief executive officer of the Bank, 
and fix his remuneration. 

(4) May appoint an Executive Committee and delegate 
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sucii powers to it as may be provided for m tbe statutes of 
the Bank. 

(5) May appoint advisory committees to deal with any 
questions upon wHcb information or advice is desired. 

The functions of a Director are incompatible with those in- 
volving national political responsibihties. The statutes of the 
Bank shall make the necessary provision in order to avoid such 
conflict of functions All the Directors shall be ordinarily resi- 
dent in Europe or shall be in a position to give regular attend- 
ance at meetings of the Board. 

The Board of Directors shall be made up in the following 
manner. 

(1) The Governor (or, as the case may be, the chief execu- 
tive officer) of the central bank of each of the seven countnes 
to which members of the present Committee belong, or his 
nominee, shall be a Director of the Bank etr officio. Each of 
these Governors shall also appoint one Director, being a 
national of his country and representative either of finance or 
of industry or commerce. In case the Governor or any central 
bank shall be unable to act either officially or unofficially 
accordmg to the provisions of this paragraph, or refrains 
from doing so, action shall then be taken in accordance with 
the alternative procedure given in Section XII of this out- 
line. 

(2) During the period of the German annuities the Governor 
of the Bank of France and the President of the Eeichsbank 
may each appoint, if they so desire, one additional Director 
of his own nationality, being a representative of mdustry or 
commerce. 

(3) The Governor of the central bank of each of the other 
countries participating in the share ownership of the Bank 
as provided m Section II. of this outhne, shall furnish a hst 
of four candidates of his own nationality for directorships. 
Two of the candidates on each list shall be representative of 
finance and the other two of industry or commerce. The 
Governors m question may themselves be included in this list. 
From these lists the fourteen or sixteen Directors mentioned 
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in paragraplis (1) and (2) above stall elect not more titan nine 
otter Directors. 

(4) From ttose first appointed, four groups of five Directors 
stall be ctosen by lot; tteir terms respectively stall end at 
tte close of eact of the first, second, ttird and fourth years 
fromtte establishment of the Bank Subject to this, tte term 
of office of tte Directors stall be five years, but they may be 
reappointed. 

(5) In case of vacancy m a position on tte Board of 
Directors arismg from death, resignation or otter causes, 
the vacancy stall be filled in tte same manner as prescribed 
for origmal appomtments. If a vacancy occurs before tte 
expiration of a term, it stall be filled for tte remamder of tte 
term only. 

Tte Directors stall elect a Chairman annually from among 
their own number Tte Chairman’s duties stall be to preside 
at meetings of the Board of Directors. At tte first meeting, 
until tte Chairman stall have been elected, a member of the 
Board selected for the purpose by tte Organisation Committee 
stall act as Chairman 

Tte ordmary decisions of the Board, includmg ttose in- 
volving elections, stall be made by a simple majority vote In 
case of an even dmsion the Chairman stall have a deciding 
vote. For decisions involvmg the adoption or amendment of 
statutes of tte Bank, modifications or substitutions m the 
present project for the orgamsation of the Bank, the distribu- 
tion among countries of additional issues of stock in tte Bank, 
or otter matters for which tte statutes of the Bank make 
appropriate provision, a two-thirds majority stall be required. 
Should a member not be able to attend a meeting of tte Board, 
it will always be open to him to empower one of tis colleagues, 
by registered letter or by telegram, to vote for him and on tis 
behalf. 

If decisions of tte Board are disputed on tte ground that they 
are inconsistent with the provisions or intent of the Plan, re- 
course may be tad to arbitration under tte procedures laid 
down in Part 8 of the Plan 

Tte chief executive officer of tte Bank stall select tte officers 
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and heads of the departments of the Bank For the latter the 
• appointments shall be subject to the approval of the Board of 
Directors. 

V. — ^Deposits 

The Bank, in carrying out its functions with respect to the 
facilitation of international settlements or in connection with 
the German annuities, shall have the right to receive deposits 
of a nature consistent therewith. The Board of Directors, or, 
as it may decide, the Executive Committee, shall consider 
apphcations to open deposit accounts, with authority to deter- 
mine whether such applications come within the scope of the 
Bank’s functions. Deposits shall be received in only those cur- 
rencies which satisfy in the opinion of the Board of Directors 
the practical requirements of the gold or gold-exchange 
standard. 

Any classification of deposits which the Board of Directors 
may set up shall include: 

(1) Deposits on annuity account. These deposits the Bank 
receives in its capacity as Trustee for the creditor Govern- 
ments. They shall be managed accordmg to the procedure 
given in Section VIIL of this outline. 

(2) Deposits from central banks. These may be either 
current account deposits or investment account deposits. 

(3) Deposits on clearing account. The Bank shall have the 
right, subject to such terms and conditions as the Board of 
Directors may set down, to accept deposits from central 
banks for the purpose of estabhshing and maintaining a fund 
for settling accounts among them. Such deposits may take 
the form of gold deliveries at the counters of the Bank or of 
gold held for its account under earmark by any central bank 
participating in the fund for clearing accounts. The terms 
under which central banks may enter the clearing system, 
the rules and regulations for its operation, and the rates of 
exchange at which gold is to be accepted as deposits in the 
clearing fund or to be withdrawn from it, shall be deter- 
mined by the Board of Directors of the Bank. 

(4) Deposits originating in the exercise of the Bank’s 
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functions in connection with the German annuities, and 
tending to facilitate such functions. No such account shall be 
opened without the assent of the central bank of the country 
of which the prospective depositor is a national. If the 
Governor of the central bank in question (or his nommee) is 
present and voting at the time the Board of Directors (or the 
Executive Committee) of the Bank authorises the opening of 
the account, his favourable vote shall be taken as giving the 
required assent. 

(5) Deposits constituting guarantee funds, as provided in 
Annex VIII. and relative to the mobilisation of the uncon- 
ditional annuity. The interest and the share in the profits 
which will apply to these deposits are provided for in 
Annex VIII. and m the section on Profits in this outlme. 

(6) Special deposit of the German Government. During 
the first 37 years the German Government shall maintain at 
the Bank a non-interest-bearing deposit equivalent to 50 per 
cent of the average deposit remaming in the Annuity Trust 
Account, as described in Section VIII. of this outlme This 
German Government deposit will not exceed 100 million 
Reichsmarks. 

The Bank shall have the right to pay interest on deposits, 
but only on deposits not susceptible of withdrawal until at 
least one month from the time of deposit. The rate of interest 
to be paid will be determmed by the Board of Directors, or, as 
the case may be, by the Executive Committee. In allowmg 
interest on deposits, the Board of Directors shall give due 
consideration to the value of the services performed for the 
depositor and the size of the depositor’s balance. 


VI. — ^Loans, Discounts anb Investments 

The Board of Directors shall determine the nature of the 
operations to be undertaken by the Bank. Such operations 
shall be consistent with the policies of the central banks of the 
countries concerned. The Bank may in particular have the 
right (a) to deal directly with central banks, "or (b) to deal 
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tkrougli central banks wbicli have agreed to act as its agent 
and correspondent, or (c) to deal with banks, bankers, corpora- 
tions and individuals of any country m performing any autho- 
rised function provided the central bank of that country does 
not enter objection Whenever any proposed credit operation 
affecting any particular market comes up for decision, the 
favourable vote of the Governor of the central bank concerned 
(or his nominee if the Governor is not present), sitting as a 
member of the Board of Directors or the Executive Committee, 
shall be taken as giving the assent of his central bank. If he 
declines to give his assent, the proposed credit operation shall 
not be undertaken in his market 

Thus the Bank may perform such functions as the 
following: 

(1) To buy and to sell gold coin and bullion, to earmark 
gold for the account of central banks, and to make advances 
to central banks on gold as security. 

(2) To buy and to sell for its own account, either with or 
without its endorsement, bills of exchange and other short- 
term obligations of prime liquidity, including cheques drawn 
or endorsed by central banks or m respect of which three 
obligees are responsible. 

(3) To open and maintam deposit accounts with central 
banks. 

(4) To re-discount for central banks bills taken from their 
portfolios, to make loans to them on the security of such 
bills, or to make advances to them against the pledge of 
other securities up to such amounts and for such periods as 
may be approved by the Board of Directors. 

(5) To buy and to sell for its own account intermediate or 
long-terms securities (other than shares) of a character 
approved by the Board of Directors. Its holdmgs of such 
securities at any one time shall not exceed the total of its 
paid-m capital and reserve funds. 

(6) To invest in Germany, with the assent of the Reichs- 
bank, Reichsmark funds standing to the credit of the Bank 
at the Reichsbank which are not transferable owing to a 
declaration/)! transfer postponement. The Bank may realise 
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upon any sucli investments at its discretion unless at the 
time the mvestment was agreed to by the Reichsbank some • 
stipulation or arrangement affectmg the possible sale was 
made a condition of such agreement. The income from any 
such mvestments and the proceeds of such investments if 
sold, shall be deposited to the credit of the Bank at the 
Reichsbank Such funds may be held as deposits under the 
conditions set out in Annex IV of the Plan or be reinvested 
consistently with the provisions of that Annex. 

If in the opinion of the Board of Directors of the Bank, 
counter-obligations issued agamst its investments in Ger- 
many as collateral can be advantageously sold on non- 
German markets, them net proceeds shall be distributed to 
the creditor countries in such proportions and under the 
same conditions as would have applied in the case of normal 
transfer. The accounts of the creditor Powers shall be charged 
• with the Reichsmark cost of the securities alienated or 
pledged in the course of any such transaction If the Board 
of Directors of the Bank decides that counter-obligations 
cannot be sold advantageously, the income and net proceeds 
of the investments when finally disposed of shall be distri- 
buted to the creditors 

The foregomg power is m addition to the general powers of 
the Bank to make and realise upon investments for its own 
account at any time, subject to the provision that such 
investments are to be made with the assent of the central 
bank concerned. 

(7) To issue its own obligations at long or short term, 
secured or unsecured, for the purpose of re-lending to any 
central bank, in each case upon the specific decision of the 
Board of Directors by a two-thirds vote. 

The investment powers of the Bank shall never be used in 
such a way as to exercise a predominant influence over busi- 
ness mterests in any country. The Board of Directors, shall 
guide the investment undertakings of the Bank accordmgly, 
and shall be entitled if necessary to make special regulations 
in this respect. 
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VII. — Teustee Functions Geneeal Peovisions 

Tlic Bank shall be trustee of the creditor Governments in 
dealing with the German annuities and shall have such general 
powers of administration consistent with the Plan as are neces- 
sary to the prompt and complete exercise of its duties in that 
respect. The Organisation Committee shall draw up appro- 
priate forms of trust agreement between the creditor Govern- 
ments and the Bank. 

The trust functions of the Bank shall include the following* 

(1) Eeceivmg and disbursing to the paying agents the 
service on the German External Loan, 1924 If arrangements 
can legally be made, the Bank shall also act in the capacity 
of one of the Trustees for that Loan. 

(2) Receiving from Germany the various certificates and 
obligations provided for in the Plan. The Bank shall hold 
these certificates and obligations in safe keeping and shall 
issue to the creditors its trust receipts for such certificates 
and obligations. Upon the completion of the payments called 
for under these certificates and obhgations for any one year, 
the respective creditor Governments shall give their quit- 
tance to the Bank, which in turn shall give its quittance 
to the German Government, cancelling and returning any 
coupons representing the payments made. 

(3) Receiving and distributing the service of the German 
annuities. The specifications of this function are given in 
Section VIII. of this outline below. 

(4) Performing as regards Deliveries m Kind such fun6- 
tions as may be entrusted to it by the Governments in con- 
nection with the acceptance of the new Plan. 

(5) Dealing with the measures 5f safeguard provided in the 
Plan. Upon receiving notification from the German drovern- 
ment consistently with the provisions of the Plan the Bank 
shall convene the Special Advisory Committee whose com- 
position, procedure and action are provided for in Section 8 
(e) of the Plan. 

(6) Acting as trustee under trust agreements. The Bank 
shall have the power to act as trustee under trust agreements 

L 
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entered into by it with the approval or on the initiative of its 
Board of Directors, which has as its purpose the issue by the 
Bank of trust certificates or other obligations against invest- 
ments in securities pledged as collateral therefor. This power 
may be exercised m addition to the powers with respect to 
investments provided for in Section VI. above. 

(7) Acting as trustee under special agreements. The Bank 
shall be authorised to act as trustee under any special agree- 
ments among the creditor countries covering the repartition 
of the annuities or the guarantee of any parts of them. In 
particular, the Bank shall have power to act as trustee under 
the agreement specified in Annex VIII. of the Plan. The 
Bank shall be authorised to pay interest on any guarantee 
fund deposited with the Bank m connection with any such 
trust, and to arrange the terms on which the deposit is to bo 
received and the fund managed, all in accordance with the 
Plan. 

(8) Acting as trustee at the request of a creditor Govern- 
ment, the German Government or the central bank of any 
one of those countries. The Bank shall have the right, upon 
the approval of the Board of Directors, to undertake any 
trust functions which any creditor Government or the 
German Government or any of their respective central banl^s 
proposes that it shall undertake, provided such functions 
are generally consistent with the purposes of the Plan. 

VIII — Trustee Functions* The Bank as Depository for 
THE Service op the German Annuities 

The Bank, in its capacity as trustee for the creditor Govern- 
ments, shall receive and distribute the funds representing the 
service of the German annuities In fulfilling these functions 
the Bank shaU work m co-operation with the central banks of 
the countries concerned; the relations thus established shall be 
the ordmary relationships obtaimng between a bank and its 
correspondent banks 

^ The procedure for conducting these operations, subject to the 
right of the Board of Directors of the Bank to tnake modifica- 
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tions provided tlie general purposes of the Plan are observed, 

• shall be as follows. 

(1) The Bank shall maintain on its books a general deposit 
account to be known as the Annuity Trust Account. 

(2) The German Government shall be responsible for the 
payment to the Bank, in instalments as provided in the Plan, 
of all sums applicable to the service of the annuity. These 
payments shall be credited to the Annuity Trust Account. 

The Organisation Committee shall make the necessary pro- 
vision whereby the Eeichsmark payments to the account of 
the Bank at the Reichsbank in respect of the Railway contri- 
bution shall be immediately released to the German Govern- 
ment against equivalent payment in foreign currencies to 
the Annuity Trust Account. 

(3) Subject to the operation of the clauses of the Plan 
relating to transfer postponement, and except as the Bank 
may request that payments be made m Reichsmarks to the 
credit of its account at the Reichsbank described in Para- 
graph 4 below, the German Government shall make all pay- 
ments on account of the annuity in foreign currencies. Pay- 
ments in foreign currencies not on a gold or a gold exchange 
standard shall be made only with the consent of the Bank. 
As a matter of business practice the Bank, acting in advance 
of the payment dates, may notify to the German Govern- 
ment or its agent the Bank’s preferences with respect to 
the currencies in which payment may be made. In case the 
Bank’s preferences are not complied with, payment shall be 
made to the Bank in the currencies of the seven countries 
whose nationals are members of the present Experts’ Com- 
mittee, divided as nearly as may be in proportion to their 
respective shares in that portiomof the annuity accruing to 
them. 

(4) All Reichsmark payments for credit to the Annuity 
Trust Account shall be paid mto an account of the Bank at 
the Reichsbank The Bank shall be entitled to draw upon it 
in makmg all Reichsmark payments necessary for the opera- 
tion of the Plan, including payments for administrative ex- 
penses incurred in Germany, payments for deliveries in kind 
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and any other disbursements on annuity account. The Bank 
shall also be entitled to withdraw Reichsmarks from this * 
account or to deposit Reichsmarks in it in the course of con- 
ducting operations referred to in Paragraph 14 below, and 
it may open other accounts at the Reichsbank for use in 
connection therewith. Such additional accounts shall be 
operated according to ordmary business principles. The Bank 
shall have available at all times sufficient funds in Reichs- 
marks to cover current requirements on account of pay- 
ments for deliveries in kind. 

(5) The Bank shall give its receipt to the German Govern- 
ment for all sums which it pays or causes to be paid into the 
Annuity Trust Account in the course of carrying out its 
obligations under the Plan. The receipt of the Bank shall 
make note of the currencies received, but credit shall be 
given in the Reichsmark equivalent of those currencies The 

• German Government undertakes, for the purpose of the 
present provisions, as well as for the general purposes of the 
Plan, that the Reichsmark shall have and shall retain its 
convertibility into gold or devisen as contemplated in Section 
31 of the present Reichsbank Law, and that for these pur- 
poses the Reichsmark shall have and shall retain a mint 
parity of 1/2790 kilogram of fine gold as defined in the 
German Coinage Law of August 30, 1924.^ Sums paid m 
foreign currencies into the Annuity Trust Account shall be 
calculated in terms of Reichsmarks at the average of the 
middle rates (Mittelkurs) prevailing on the Berlin Bourse 
durmg the half-monthly period preceding the date of pay- 
ment. 

(6) The Bank’s receipt giving credit in Reichsmarks for 
payments made into the Annuity Trust Account by the 
German Government or on its behalf shall under normal 
operation of the Plan constitute a complete and sufficient 
discharge of the obligations of the German Government with 
respect to such payments. If, however, transfer postpone- 
ment should be in whole or partial effect, the Bank’s receipt 
givmg credit in Reichsmarks shall constitute a complete and 

1 the letter from the President of the Reichsbank gwen in Annex 11. 
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sufficient discharge of the obligations of tbe German Govern- 
ment with respect to all payments into the Annuity Trust 
Account made in foreign exchange, and with respect to such 
portion of the payments made in Eeichsmarks as in the 
opinion of the Bank provide current funds for deliveries 
in kind or services As to the remainder, the receipt of the 
Bank shall be in the nature of a temporary acknowledgment 
only. 

(7) Withdrawals from the Annuity Trust Account shall be 
made in accordance with provisions to be made by the Organ- 
isation Committee The Banlc shall pay no interest on funds 
deposited in the Annuity Trust Account. 

(8) All disbursements for reparation purposes shall be 
charged against the Annuity Trust Account A first charge 
against that account shall be the service currently due on the 
German External Loan, 1924 The Board of Directors shall 
be entitled also to charge against the account such sums as 
they deem to be fair compensation for the services performed 
by the Bank and such out-of-pocket expenses as it incurs in 
administering the Plan. If, in the opinion of the Directors, 
such service charges or costs cannot be equitably charged to 
the account as a whole, they shall be entitled to allocate 
them in such proportion as they see fit to the individual 
shares of any of the creditor countries. 

(9) After charging against the Annuity Trust Account the 
items referred to in the preceding paragraph and such other 
items as may be properly chargeable to the annuity as a 
whole, the Bank shall proceed in the following manner with 
the distribution of the remainder of the available funds to 
the accounts of the several creditors in accordance with the 
provisions of the Plan. 

(10) During such period of time as payments for deliveries 
in kind and payments under Reparation Recovery Act and 
similar procedures continue to be made, the Bank shall make 
available to the several creditor countries Reichsmark credits, 
which shall be utilised subject to the applicable provisions 
of the Plan. 

(11) The Bank, out of each instalment paid into the 
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Aimuity Trust Account, shall set aside and accumulate funds 
for the payment of service on any bonds issued and out- " 
standmg which represent commercialised and mobilised 
shares in the annuity. Funds required for this purpose shall 
be charged against the accounts of the creditor countries in 
proportion to their respective interests in the bonds for which 
service is bemg accumulated. At a suitable time in advance of 
the dates fixed for the payment of mterest to the bondholders 
the Bank shall pay to the paying agents the amounts due in 
interest, and shall make disposition according to the terms 
of the bond of funds required for purposes of amortisation. 

(12) Out of the sums remaimng in currencies other than 
Reichsmarks, and after providmg for any other charges called 
for under the Plan, the Directors of the Bank shall distri- 
bute such aggregate amounts as they may determine to the 
creditor countries, divided according to the proportions 
agreed upon among the respective Governments. In with- 
holding any sums from distribution and in fixmg the dates 
at which distribution is effected, the Directors of the Bank 
shall be guided on the one hand by the need for prompt 
action in the mterests of the creditor countries and on the 
other by the interests of the Plan as a whole, includmg due 
consideration to the Bank by way of compensation for its 
services in managmg the annuity. 

(13) The Bank shall make distribution of cash by credit- 
ing the accounts which the central banks of the several 
creditor countries maintain with it, notifying them simul- 
taneously that such credits are for the accounts of their 
respective Governments. The Bank shall notify the proper 
financial authorities of the creditor countries when such 
credits have been made, "and shall obtam receipts from them 
accordingly. 

(14) The Bank shall have the right to buy for its own 
account or for other trust accounts any Reichsmarks held 
in the Annuity Trust Account, giving foreign currencies in 
return. The foreign currencies thus acquired by the Annuity 
Trust Account shall be available for distribution to the 
creditor countries under the conditions specified in the pre- 
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ceding paragraphs. The Reichsmarks which the Bank acquires 
shall be used only as the Plan provides. 

(15) The Bank, at the close o£ each business year, or more 
frequently if requested, shall give to the financial authorities 
of each creditor country a full accounting showing the dis- 
position of its share in the annuity. As soon as any country 
has received its full share in the annuity for any one year, 
its proper financial authority shall give to the Bank his ac- 
knowledgment and shall enter the same upon the trust receipt 
provided for in Paragraph 2 of Section VII of this outline. 
Such acknowledgment shall constitute a full and sufficient 
discharge to the Bank with respect to the annuity covered 
by it. 


IX. — Agetstcy Functions 

The Bank shall be qualified, on terms to be mutually agreed 
upon, to act as agent and correspondent of any central bank, 
and to appoint any central bank to act as its agent and corre- 
spondent. The services to be performed by either or both parties 
under such agreements shall be subject, so far as the Bank’s 
interest is concerned, to the approval of its Board of Directors, 
and may include the purchase and sale of gold, of bills of ex- 
change and otlier securities, the earmarking of gold, the ex- 
change of information and advice, and the transaction of any 
business consistent with the functions of the Bank under the 
Plan on the one hand and within the lawful functions of the 
central bank on the other. 

The Bank shall act as agent of any creditor Government in 
mobilising any parts of the annuities, and in managing the ser- 
vice of bonds issued in connection with any such mobilisation. 
The procedure for conducting the 'Bank’s share in such opera- 
tions, subject to the right of the Organisation Committee of the 
Board of Directors of the Bank to make modifications pro- 
vided the general purposes of the Plan are observed, shall be 
as follows: 

(1) Upon the request of the creditor Governments, or any 
of them, the Bank shall initiate operations for marketing 
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bonds, if after examination it considers market conditions 
warrant such, operations. Suck operations may take 
in tbe international markets, or may be restricted to the 
domestic market or markets of tbe countries concerned in tbe 
proposed mobibsation, as tbe Board of Directors may decide 
In determining tbe markets where offermgs are to be made, 
tbe Bank shall make inqmries from tbe central banks con- 
cerned, and if any central bank offers expbcit objection to 
an offermg bemg made m its own market tbe Directors shall 
decide accordingly. 

(2) Tbe Bank shall proceed to carry out requests from any 
creditor Government for tbe creation of bonds to be issued 
on its domestic market in connection with conversion opera- 
tions up to an amount represented in its share m tbe 
annuities. Each State shall be free to offer such bonds on its 
own market on whatever conditions it can obtam. 

(3) If in tbe opimon of tbe Bank tbe time is opportune 
for an issue of bonds, even if no request for mobilisation 
has been received, tbe Bank may inform tbe creditor Govern- 
ments accordmgly. 

(4) If tbe creditor Governments so request, tbe Bank shall 
arrange with issmng bankers tbe conditions upon which 
bonds are to be issued on tbe open markets either of one or 
of several countries, as tbe case may be Tbe Bank shall fix 
tbe TmTnmnTn price at which such issues shall be made and 
it shall supervise tbe execution of tbe loan contracts. 

(5) If bonds are issued agamst tbe annuity shares of more 
than one country, tbe proceeds shall be deposited with 
tbe Bank, which shall then distribute tbe proceeds to tbe 
creditors accordmg to their participation. Tbe handling of 
tbe service of issued bonds shall be carried out as provided 
in tbe preceding Section of this outbne and in Annex III. 

(6) Apart from tbe operations described above, tbe Bank 
may conduct any other operations (such, for instance, as 
contango operations on bonds issued against tbe annuities, 
advances on coupons, &c.) as are mvolved in tbe supervision 
of transactions relatmg to these bonds and their service. 
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X. — Resekve Requirements 

The Bank, since its deposits in part will be derived from 
central banks, shall be administered with particular regard to 
maintaining its liquidity. For this purpose, the Bank shall ob- 
serve the following reserve requirements: 

(1) Deposits on clearing account All funds held by the 
Bank on clearing account, whether gold in vault or gold 
under earmark for the Bank’s account m central banks, shall 
be reserved for exclusive use in effectmg settlements among 
the depositaries in the account. 

(2) Deposits payable on demand Against such deposits the 
Bank shall hold a minimum of 40 per cent in gold or in 
devisen at their gold value. Devisen eligible as reserve 
against demand deposits shall consist of bank-notes, prime 
bills of exchange having not more than 90 days to run, of 
a character which central banks ordinarily buy for their 
own account, and cheques payable on demand, drawn or 
endorsed by central banks, or in respect of which three 
obligees, including a bank of known solvency, are responsible. 
All devisen included m the foregoing classifications shall be 
denominated in currencies winch satisfy, in the opinion of the 
Board of Directors, all the practical requirements of the gold 
or gold exchange standard. Gold in transit, or devisen satis- 
fying the foregomg requirements which are in process of 
collection, may be counted as reserve 

(3) Deposits on investment account. (Time deposits ) 
Deposits payable in fifteen days or less shall be classified as 
demand deposits and be subject to the reserve requirements 
specified in the preceding paragraph. Against mvestment 
account deposits of longer maturity the Bank shall hold a 
minimum of 25 per cent in gold or in devisen at their gold 
value. Devisen eligible as reserve against investment account 
deposits shall meet the same requirements as those ehgible 
as reserve against demand deposits. 

If the Board of Directors is of opinion that these reserve re- 
quirements should be altered, they shall have the right by a 
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two-thirds vote to increase, dimmish or otherwise modify 
them consistently with sound banking prmciples. 


XI — ^Disteibution of Peofits 


The yearly net profits of the Bank shall be apphed as follows- 

(1) Five per cent of the yearly net profits shall be paid to 

the Legal Reserve Fund of the Bank untfi that fund reaches 
an amount equal to 10 per cent of the paid-m stock 

of the Bank as it may stand from time to time. The Lega 
Reserve Fund on the hqmdation of the Bank shaU be merged 

with the General Reserve Fund. _ , , i. t i 

(2) After making the foregoing provision for the Legal 
Reserve Fund, the yearly net profits shaU be apphed to the 
payment of an annual dividend up to 6 per cent on the paid- 
m share capital. This dividend shaU be cumulative 

(3) Twenty per cent of the remainder shall be paid to the 
shareholders until a total maximum dividend of 12 per cent 
is reached The Board of Directors of the Bank shaU have 
the right m any year to withhold aU or any part of this addi- 
tion to the regular dividend, and to place it to the credit of 
a Special Dividend Reserve Fund for use in mamtainmg the 
cumulative dividend provided for m the preceding para- 
graph or for subsequent distribution to the shareholders. 

(4) After makin g provision for the foregoing, one-half of 
the yearly net profits then remainmg shall be paid into the 
General Reserve Fund of the Bank until it equals the paid-m 
capital. Thereafter 40 per cent shaU be so apphed until the 
General Reserve Fund equals twice the paid-in capital; 30 
per cent untU it equals three times the paid-in capital, 20 per 
cent until it equals four times the paid-m capital, 10 per cent 
until it equals five times the paid-m capital, and from that 


point onward, 5 per cent. 

The General Reserve Fund shall be available for meeting 
any losses mcurred by the Bank. In case it is not adequate 
for this purpose, recourse may be had to the Legal Reserve 
Fund provided for under Paragraph 1. In case the General 
Reserve Fund, by reason of losses or by reason of an mcrease 
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in the paid-in capital, falls below the amounts provided for 
above after having once attained them, the appropriate pro- 
portions of the yearly net profits shall again be applied until 
the position is restored. Upon the liquidation of the Bank, 
the balance in the General Keservc Fund shall be divided 
among the shareholders. 

(5) The remainder of the yearly net profits after meeting 
the foregoing requirements shall be paid into Special Funds 
as follows. 

(а) Seventy-five per cent to the Governments or central 
banks of the creditor countries or of Germany which 
maintain time deposits at the Bank, withdrawable m not 
less than five years from the time of deposit, and after four 
years on not less than one year’s notice. The fund shall be 
disbursed annually in amounts proportionate to the size 
of the de])Osits maintained by the respective Governments 
or central banks aforesaid. The Directors of the Bank shall 
have power to determine the volume of each of these 
deposits which would justify the distribution provided for. 

(б) Twenty-five per cent to be used to aid Germany in 
paying the last 22 annuities, provided the German Govern- 
ment elects to make a long-term deposit with the Bank, 
withdrawable only on the terms specified under Sub- 
paragraph (a) above, and amounting to the minimum sum 
of 400,000,000 Reichsmarks. If the German Government 
elects to make such long-term deposits amounting to a 
sum below 400,000,000 Reichsmarks, the participation of 
the German Government shall be reduced in proportion, 
and the balance shall be added to the 75 per cent in Sub- 
paragraph (a) The fund shall carry compound interest at 
the maximum current rate paid by the Bank on time de- 
posits. If the fund should exceed the amount required to 
pay the 22 last annuities, the balance shall be distributed 
among the creditor Governments in proportion to their 
out-payments during that period In case the German 
Government elects not to make any such long-term de- 
posits, the fund shall be distributed as provided m Sub- 
paragraph (a) above. 
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XII. — Genebal Provisions 

Any balances remaining in tbe bands of the Agent-General 
for Reparation Payments on the winding-up of bis accounts 
shall be transferred to the Bank for credit to the Annuity Trust 
Account, subject, of course, to the respective interests of the 
creditor countries therem and to any claims and commitments 
which may be outstanding at the time. 

The relations of the Reparation Commission with Germany 
will be terminated. The Bank shall take over as promptly as 
possible such functions of the Reparation Commission with 
respect to Germany as are required under the provisions of the 
Plan, and also such functions of the Agent-General for Repara- 
tion Payments, the Trustees and Commissioners holding office 
under the Experts’ Plan of 1924, or any of them, as may be 
required under the provisions of the Plan, all according to the 
general scheme given in Part 6 of the Plan and Annex V. 

If m any country there is more than one bank of issue, the 
term ''central bank” as used m this outline shall be mterpreted 
to mean the bank of issue situated and operating m the prin- 
cipal financial market of that country 

If in the process of organising the Bank, or in the perform- 
ance of its functions after estabhshment, it is found that the 
central bank of any country or its Governor is unable to act 
officially or unofficially m any or all of the capacities provided 
for in this outline, or reframs from so acting, alternative arrange- 
ments not mconsistent with the laws of that country shall be 
made In particular, the Governors of the central banks of the 
countries whose nationals are members of the present Com- 
mittee, or as many of them as are qualified to act, may invite 
to become members of the Board of Directors of the Bank two 
nationals of any country the central bank of which is eligible 
under this outhne to take part in forming the Board of the 
Bank but does not do so. The two nationals of that country 
upon acceptance of the mvitation shall be qualified to act in 
the full capacity of Directors of the Bank as provided m this 
outlme. Further, the Directors of the Bank shall be authorised 
to appomt, m heu of any central bank not exercising any or all 
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of the functions, authorities or privileges which this outline 
provides that central banks naay or shall exercise, any bank or 
banking house of widely recognised standing and of the same 
nationality Such bank or banking house, upon appointment 
and acceptance, shall be entitled to act in the place of the 
central bank in any or all capacities appropriate to central 
banks under this outline, provided only that such action is not 
inconsistent with the laws of the country in question. 

The balance-sheet and accounts of the Bank shall be audited 
each year by independent auditors of recognised standing, who 
shall be appointed by and report to the Board of Directors. 

In case the measures proposed m the Plan with respect to the 
avoidance of double and triple taxation of the Bank are not 
fully in effect when the Bank begins operations, the Board of 
Directors shall deal with the matter within its discretion. 

If any administrative act of the Bank or any decision of the 
Board of Directors is disputed on the ground that it is incon- 
sistent witli the provisions or intent of the Plan, recourse may 
be had to arbitration under the general provisions for arbitra- 
tion. 


ANNEX III 
MOBILISATION 
I. — PoBM OF Indebtedness 

Germany’s debt shall be fixed in the form of annuities. A 
certificate of indebtedness representative of these annuities 
shall be delivered by Germany to the Bank as trustee of the 
creditor Powers. » 

To this certificate of indebtedness shall be attached coupons 
representative of each annuity payable by Germany. Each 
annuity coupon shall be divided into two parts: the first, repre- 
sentative of that portion of the annuity not subject to post- 
ponement and corresponding to the portion of Germany’s in- 
debtedness which IS mobilisable; the second, representative of 
that portion of the annuity which is subject to postponement 
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and corresponding to the portion of Germany’s mdehtedness 
which is not mobihsable. Each part of the annuity 
enjoys equal rights throughout, except with respect to the 
agreed privilege of postponement. 

II.— Bond Issues 

Upon the request of ah or of any one of the creditor Govern- 
ments, the Bank, as trustee, if it considers such a course oppor- 
tune, has the right to require the creation of, and the German 
Government is obhged to create, issuable bonds representmg 
the capitalisation of any part of the portion of the annuity 
coupons not subject to postponement. ^ 

The Bank, bbwever, is obliged, under the provisions set forth 
in Paragraph VII (d), to accede to requests for the creation of 
bonds made to it by Grovernments which are desirous of under- 
taking internal issues of German bonds in connection with con- 
version operations 

The certificates of iudebtedness, the coupons attached thereto, 
and such bonds as shall be issued m capitahsation of any parts 
of the annuities not subject to postponement, shall be made out 
m the riATTiP. of the German Reich and shall represent the obliga- 
tion of the Reich guaranteed by its general revenues. 

III. — COLLATEEAl GUAEANTEES 

A. The Railway Company shaU deposit with the Bank for 
International Settlements a certificate acknowledging its lia- 
bility m respect of the obligations laid down in Part 8 (a) of 
this Plan 

B. The Reich, furthermoj;e, shall undertake to assign certain 
revenues (customs and certain taxes on consumption) for the 
service of the certificates and, as far as they may be exchanged 
into negotiable bonds, for the service of such bonds. This assign- 
ment will constitute a negative pledge and will be ruled by the 
foEowmg conditions' 

(a) The assigned revenues as estimated for the Budget, 

1929, must have a total yield of not less than 150 per cent 
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of tlie highest budgetary contribution payable by Germany 
under this plan. 

(6) The Reich will not pledge the assigned revenues for 
any other loan or credit, except with the consent of the Bank. 
If the assigned revenues should be pledged, with the consent 
of the Bank, for any other loan or credit, the charge for 
reparation payment will rank ahead of the charge for such 
other loan or credit. 

^ (c) If at any time the total yield of the assigned revenues 
should fall below 150 per cent of the highest budgetary 
contribution payable by Germany under this Plan, the Bank 
may require that additional revenues, sufficient to assure the 
immediate restoration of the yield to the above percentage, 
be assigned 

IV — Genei^al Poem op the Bonds 

The value of the issuable bonds may, according to circum- 
stances, be expressed in dollars, equivalent to so many pounds, 
Reichsmarks, francs, etc., or inversely in pounds, in Reichs- 
marks, m francs, etc , always provided that the prmcipal of 
any bond issued in a particular market shall bo payable only 
in the currency of that market at the equivalent of its gold 
value. 

The coupons shall be expressed m dollars, pounds, francs, etc , 
and shall be payable at the rate of the day on all the markets on 
which the bonds are quoted. 

In the event of an issue, the amount and form of bonds to be 
created, as well as the specification of the currency in which 
they shall be issued, shall be fixed by the Bank in accordance 
with the requests which it receives' from the creditor Govern- 
ments, taking into account the desiderata of the issuing 
bankers. 

After a period of 10 years, the Bank, in agreement with the 
issuing bankers and the creditor Governments, may consider 
the issue of bonds the service of which may be paid in difierent 
currencies at par at the bearer’s option. 
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V— Status q-b Mobilisable Poetiom of Annuity Coupons 

Tlie service of interest and amortisation of the mobilisable or 
mobilised portions of the annuity coupons shall be paid to the 
Bank in foreign currencies by the German Reich without any 
reservation, ^ e., on its own responsibihty ; the financial service 
of these mobilisable or mobihsed portions of the annuities shall 
constitute a final, absolute and unconditional mternational 
obligation m the ordmary financial sense of the word. 

VI —Status of Non-Mobilisable Pobtions of the Annuity 

Coupons 

The payment of the non-mobihsable portion of the annuity 
coupons shall be made to the Bank by the German Govern- 
ment on the same conditions as that of the mobihsed or mobilis- 
able portion of the annuity coupons 
Nevertheless. 

1 Bonds representmg the non-mobilisable portion of the 
annuity coupons cannot be created except with the consent 
of the German Government. 

2 It is m respect of the non-mobilisable portion of the 
annuity coupons that the German Government may avail 
itself of the right of postponing transfer or payment granted 
elsewhere in this Plan. 

YII. — ^Functions of the Bank 
(a) Supervision of Agreements 

It shall supervise, both on behalf of the creditor Govern- 
ments and the bondholders^and on behalf of the debtor Govern- 
ment, the strict execution of the agreements concluded between 
them on the established bases 

(b) Distribution without Priority 

The Bank shall distribute moneys in payment of the mobil- 
ised or mobilisable portions of the aimuity coupons among the 
whole of the bondholders and the creditor Governments in 
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proportion to the rights of each to share in the portion of the 
annuity coupons not subject to postponenaent, without allow- 
ing a priority of any kind to any tranche or to any claim. It will 
distribute the moneys relating to the non-mobihsable portions 
of the annuity coupons amongst the creditor Governments, the 
transfer of these moneys taking place only after the transfer of 
the moneys relating to the mobilised or mobilisable portion of 
the annuity coupons. 

(c) Issue of Bonds on the Markets 
The Bank shall inform the creditor Governments whenever 
the issue of bonds representing the capitalisation of some part 
of the mobilisable portion of the annuity coupons is practicable, 
in its opinion 

It will be the function of the Bank to fix the minimum price 
of issue. 

Each of the creditor Governments shall be entitled, but not 
obliged, to issue its share of the bonds in its own country. It 
may come to an understanding with the bankers of another 
country to code to them all or part of this share, but these 
bankers shall be obliged to proceed to this issue only on the 
minimum conditions fixed by the Bank. Any of these Govern- 
ments may also refuse to allow its quota to be created; in that 
event the portion of the annuity corresponding to this quota 
shall continue to be paid to the Governments in question as 
before. 

(d) Issue of Conversion Bonds 
Creditor Governments desiring to proceed to internal issues 
of German bonds, m connection with operations for the con- 
version of National Debt, shall have the option of asking the 
Bank to create bonds representing all or part of their quota of 
the mobilisable portion of the annuity coupons. These bonds 
shall constitute national tranches which each Government shall 
be free to offer on its own market on whatever conditions it can 
obtain. These bonds shall be quoted only on their market of 
issue. The service of these bonds shall, however, be effected 
fari passu with that of the other bonds. The coupons of these 
bonds shall be ^^xpressed in pounds, dollars, French francs, etc,, 

M 
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and shall be payable at the rate of the day on all the markets ^ 
on which the mobilisable bonds are quoted. 


EXTRACTS FROM ANNEX IV 

CONDITIONS OF POSTPONEMENT OF TRANSFER AND 
OF PAYMENT 

4^ — ^Utilisation of Reichsmarks 

Any stun in Reiclismarks tlie transfer of wkicli is postponed 
stall (save as provided for m Section 3 above) be deposited to 
tte account of the Bank for International Settlements at the 
Reichsbank for eventual release of balances, not absorbed by 
deliveries in kind, against payment in foreign currencies by tte 
German Government At all times, the employment, whether 
for investment or as indicated below, of Reichsmarks so de- 
posited shall be subject to agreement between the Reichsbank 
and the Bank for International Settlements. In determining 
the manner in which these sums shall be employed, regard 
shall be had to the possibilities that special programmes of 
deliveries in kind can be arranged with the German Govern- 
ment: 

(а) During the first ten years, by restricting or extending 
the programme of deliveries m kmd laid down for those 
years, 

(б) after the first ten years, by arranging a special pro- 
gramme of deliveries in kmd, where the interests of par- 
ticular industries in Germany and of particular creditor 
countries which would otherwise suffer may be met without 
prejudice to the general situation, 

provided, however, that any special arrangement which maybe 
made between any creditor country and Germany with a view 
to reserving to the said creditor the right to receive certain 
deliveries in kind in case of moratorium shall be carried through 
subject to a copy of the agreement therefor being communi- 
cated to the Bank for International Settlements’, 
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EXTEACTS FROM ANNEX V 
ORGANISATION COMMITTEES 

1. Just as the Dawes Plan was pnt into force by the agree- 
ment of the Governments concerned laid down in the London 
Protocol, the New Plan will have to be put into force by agree- 
ment of the Governments. 

Once the Governments have accepted in principle the New 
Plan, it seems advisable that, in addition to any preparatory 
measures necessary for the Conference of the Governments, 
steps should be taken for the elaboration of detailed schemes 
about certain technical questions 

Generally speaking, it seems advisable to have these schemes 
elaborated by special organisation committees, which should be 
composed substantially in the same way as the organisation 
committees of the Dawes Plan, by the same number of 
representatives of the creditors as of the debtor, with a neutral 
Chairman to be called in case of disagreement. The Organisa- 
tion Committee for the Now Bank would, however, be differ- 
ently composed. 

We recommend sucli organisation committees for the follow- 
ing questions* 

(1) Organisation Committee for the New Bank, as pro- 
vided for in Annex I. of the Report. 

As there is only one new organisation, which is going to 
centralise all the various functions concerning the execution of 
the New Plan, vm., the Bank for International Settlements, it 
is necessary to provide one special body only for the setting up 
of this organisation, this body to be the Organisation Com- 
mittee for the New Bank referred fo above, as provided for in 
Annex I. 

The task of transferring the functions of the existing organ- 
isations to the Bank for International Settlements should be 
conferred upon a small special committee, composed of two 
members of the Organisation Committee for the Bank for Inter- 
national Settlements, as well as of representatives of the German 
Government, the Agent-General and the Reparation Oommis- 
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Sion, an equitable representation being assured to the Powers 
represented upon the present Committee. 


ANNEX Vm 

GUARANTEE FUND IN RESPECT OF UNCONDITIONAL 
ANNUITIES 

1. Tbe experts of the principal creditor Governments bave 
agreed that there shall be assigned to France out of the uncon- 
ditional annuity 500 milhon R.M., in order to allow her to 
mobilise a substantial part of her share in the total annuity. 

The aforesaid experts consider that this assignment should 
be final, and m no case subject to diminution, but should con- 
tmue to be mcluded m the total assigned to France subject 
only to the alteration contemplated m the Special Memorandum 
signed concurrently with the Report of this Committee. 

2. In order to equalise the short payments to other creditors 
which would arise from a postponement of the postponable 
portion of the annuity, it was agreed that France should de- 
posit a special guarantee fund with the Bank for International 
Settlements 

3. On the commg into force of this Plan, France will give to 
the Bank for International Settlements an undertaking to de- 
posit in a Trust Fund, on the demand of the Bank for Inter- 
national Settlements, foreign currencies to a total value of 500 
million R M. It is understood that this demand will not be 
made until action has been taken leading to the calling of the 
Advisory Committee referred to in Section 8 (e) of the Report. 
The amount of 500 million R M will be reduced by the amount 
of any payments made by France under (4) below. The Bank 
for International Settlements may retain this deposit as long 
as it deems necessary, but shall pay interest on it at its maxi- 
mum current rate for long-term deposits This deposit, if it is 
agreed that it shall remain for more than five years, shall be 
entitled to participate in the profits of the Bank divisible under 
P art XI. (5) of Annex I. 



APPENDIX II 


165 


4. As soon as mobilisation of any part of tbe French annuity 
lias been effected, France will deduct from tbe proceeds 10 per 
cent thereof, or 500 million E M , whichever is the less, and 
will deposit it to the credit of the Trust Account of the Bank 
for International Settlements referred to in the preceding 
paragraph. 

5. Upon postponement of transfer of any payment due from 
Germany, the Bank for International Settlements shall take 
the following steps- 

(а) Offer to the creditors, other than France, devisen up 
to the amount necessary (but not exceeding 500 million 
E M , divided if necessary proportionately) to ensure to each 
of them receipts in devisen equal to the amounts they would 
have received had the non~postponable annuity been distri- 
buted in the same proportions as the total annuity. 

(б) Debit the Trust Fund set up under (2) above with the 
amount of devisen actually utilised under paragraph (a), 

(c) Eeceive from each creditor, in exchange for devisen 
accepted under paragraph (a), an assignment in favour of the 
Trust Fund of an equivalent amount of the annuity, transfer 
of which has been postponed. 

6. As and when Germany effectively transfers the postponed 
amounts, the Bank will credit to the Trust Fund its share 
thereof in accordance with the assignment in (6) (c) above. 
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STATUTES OE THE BANK EOE INTBENATIONAL ' 
SETTLEMENTS 


The following is the full text of the statutes of the BanJc for 
International Settlements, as adopted at The Hague Conference 
in J anuary, 1930 

Chapter I. — Name, Seat and Objects 


Article 1 

Tliere is constituted under the name of the Bank for Inter- 
national Settlements (hereinafter referred to as the Bank) a 
Company limited by shares. 


Article 2 


The registered office of the Bank shall be situated at Basle, 
Switzerland. 


Article 3 


The objects of the Bank are: 

to promote the co-operation of central banks and to provide 
additional facilities for mternational financial operations; 
and to act as Trustee cftr Agent m regard to mternational 
financial settlements entrusted to it under agreements with 
the parties concerned 


Article 4 

As long as the New Plan as defined in The Hague Agreement 
of January, 1930 (hereinafter referred to as the Plan) is in 
force, the Bank (i) shall carry out the functions assigned 

166 



APPENDIX III 


167 


to it in the Plan; (ii) shall conduct its affairs with a view 
to facilitating the execution of the Plan; and (iii) shall ob- 
serve the provisions of the Plan in the administration and 
operations of the Bank — all within the limits of the powers 
granted by the statutes. 

During the said period the Bank, as Trustee or Agent for the 
Governments concerned, shall receive, administer and distri- 
bute the aimuities paid by Germany under the Plan; shall super- 
vise and assist m the commercialisation and mobilisation of 
certain portions of the aforesaid annuities, and shall perform 
such services in connection with the payment of German re- 
parations and the international settlements connected there- 
with as may be agreed upon by the Bank with the Governments 
concerned. 


Chaptke IL— Capital 

Article 5 

The authorised capital of the Bank shall be 500,000,000 gold 
Swiss francs, equivalent to 145,161,290.32 grammes fine gold. 

It shall be divided into 200,000 shares of equal gold nominal 
value. 

The nominal value of each share shall also be expressed on 
the face of each share in terms both of gold Swiss francs and of 
the currency of the country in which it is issued, converted at 
the gold mint parity. 

Article 6 

The subscription of the total authorised capital having been 
guaranteed in equal parts by theBanqueNationale de Belgique, 
the Bank of England, the Banque de France, the Eeichsbank, 
the Banca dTtalia, Messrs. X acting m place of the Bank of 
Japan, and Messrs. Y, New York, the Bank may begin business 
as soon as a minimum of 112,000 shares has been subscribed. 

Article 7 

(1) During the two years following incorporation the Board 
of Directors of the Bank (hereinafter referred to as the Board) 
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stall arrange for the subscription of any unissued portion of the 
authorised capital 

(2) This unissued portion may be offered to the central banks 
or other banks of countries which have not participated in the 
original subscription. The selection of countries in which such 
shares shall be offered for subscription and the amount to be 
subscribed in each shall be determmed by the Board by a two- 
thirds majority, provided that offers of shares shall only be 
made in countries interested m Reparations or in countries 
whose currencies, in the opinion of the Board, satisfy the practi- 
cal requirements of the gold or gold exchange standard, and 
that the amount issued in any one of these countries shall not 
exceed 8000 shares. 

(3) The seven banking institutions mentioned in Article 6 
shall, m accordance with their several guarantees, subscribe or 
arrange for the subscription in equal proportions of any part of 
the authorised capital which at the end of two years remains 
unsubscribed. 

Article 8 

(1) Twenty-five per cent only of the value of each share shall 
be paid up at the time of subscription The balance may be 
called up at a later date or dates at the discretion of the Board. 
Three months’ notice shall be given of any such calls. 

(2) If a shareholder fails to pay any call on a share on the day 
appomted for payment thereof, the Board may, after giving 
reasonable notice to such shareholder, forfeit the share in 
respect of which the call remains unpaid. A forfeited share may 
be sold on such terms and in such manner as the Board may 
think fit; and the Board may execute a transfer in favour of the 
person or corporation to whom the share is sold The proceeds 
of sale may be received b/the Bank, which will pay to the 
defaulting shareholder any part of the net proceeds over and 
above the amount of the call due and unpaid. 

Article 9 

(1) The capital of the Bank may be mcreased or reduced 

on the proposal of the Board acting by a two-thirds ma- 

- ^ 
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jority and adopted by a two-thirds majority of the General 
Meeting. 

(2) In the event of an increase in the authorised capital of the 
Bank and of a further issue of shares, the distribution among 
countries shall be decided by a two-thirds majority of the 
Board. The central banks of Belgium, England, France, Ger- 
many, Italy, Japan, and the U.S.A., or some other financial 
institution of the last-named country acceptable to the fore- 
going central banks, shall be entitled to subscribe or arrange 
for the subscription m equal proportions of at least 55 per cent 
of such additional shares. 

(3) No part of the amount not taken by the banks of these 
seven countries shall be subscribed m any other country unless 
it IS interested in Reparations or at the time of issue its currency, 
in the opinion of the Board, satisfies the practical reqmrements 
of the gold or gold exchange standard 

Arttcle 10 

In extending invitations to subscnbe for capital in accord- 
ance with Article 7, paragraph 2, or with Article 9, considera- 
tion shall be given by the Board to the desirability of associating 
with the Bank the largest possible number of central banks. 

Article 11 

No shares shall be issued below par. 

Article 12 

The liability of shareholders is limited to the nominal value of 

their shares. 

Article 13 

The shares shall be registered and transferable in the books of 
the Bank. 

The Bank shall be entitled, without assigning any reason, to 
decline to accept any person or corporation as the transferee of 
a share. It shall not transfer shares without the prior consent 
of the central bank or the institution acting in lieu of a central 
bank by or through whom the shares in question were issued. 
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Art'icle 14 

The shares shall carry equal rights to participate in the 
profits of the Bank and in any distribution of its assets under 
Articles 53, 54, and 55 of the statutes. 

Arttcle 15 

The ownership of shares of the Bank carries no right of voting 
or representation at the General Meeting. The right of represen 
tation and of voting, in proportion to the number of shares sub- 
scribed m each country, may be exercised by the central ba^ of 
that country or by its nominee. Should the central bank of any 
country not desire to exercise these rights, they may be exercised 
by a institution of widely recognised standing and of 

the same nationahty, appointed by the Board and not objected 
to by the central bank of the country m question. In cases where 
there is no central bank, these rights may be exercised, if the 
Board t.T^irilrs fit, by an appropriate financial mstitution of the 
country in question, appointed by the Board. 

Article 16 

Any subscribing institution or banking group ma,y issue or 
cause to be issued to the pubhc the shares for which it has sub- 
scribed. 

Article 17 

Any subscribing mstitution or bankmg group may issue to 
the pubhc certificates against shares of the Bank owned by it. 
The form, details and terms of issue of such certificates shall be 
determined by the Bank issuing them, in agreement with the 
Board. 

Article 18 

The receipt or ownership of shares of the Bank or of certifi- 
cates issued in accordance with Article 17 imphes acceptance of 
the statutes of the Bank, and a statement to that efiect shall be 
emboclied in the text of such shares and certificates. 

Article 19 

The registration of the name of a holder of shares in the books 
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of the Bank establishes the title to ownership of the shares so 
registered. 

CllAPTlSB 111. — PoWBES 03 ? THE BaNK 
Article 20 

The operations of the Bank shall be in conformity with the 
monetary policy of the central banks of the countries concerned. 

Before any financial operation is carried out by or on behalf 
of the Bank on a given market or in a given currency, the Board 
shall afford to the central bank or central banks directly con- 
cerned an opportunity to dissent. In the event of disapproval 
being expressed within sucli reasonable time as the Board shall 
specify, the proposed operation shall not take place. A central 
bank may make its concurrence subject to conditions and may 
limit its assent to a specific operation, or enter into a general 
arrangement permitting the 15ank to carry on its operations 
within such limits as to time, character and amount as may be 
specified. This Article shall not, however, be read as requiring 
the assent of any central Iiank to the withdrawal from its 
market of funds to the introduction of which no objection had 
been raised by it, in the absence of stipulai;ionB to the contrary 
by the central bank concerned at the time the original opera- 
tion was carried out. 

Any Oovernor of a central bank, or his alternate or any other 
Director specially authorised by the central bank of the country 
m which he is a national to act on its behalf in this matter, shall, 
if he is present at the meeting of the Board and does not vote 
against any such proposed opt^ration, bo deemed to have given 
the valid assent of the central bank in question. 

If the representative of the centraJ bank in question is absent 
or if a central bank is not directly represented on the Board, 
steps shall be taken to afford the central bank or banks con- 
cerned an oppoirtunity to express dissent. 

Article 21 

The operations of the Bank for its own account shall only be 
carried out m currencies which, in the opinion of the Board, 
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satisfy the practical requirements of the gold or gold exchange 
standard. 

Article 22 

The Board shall determine the nature of the operations to he 
undertaken by the Bank. The Bank may in particular* 

(a) buy and sell gold coin or bullion for its own account or for 
the account of central banks, 

(5) hold gold for its own account under earmark m central 
banks; 

(c) accept the custody of gold for account of central banks; 
{d) make advances to or borrow from central banks against 
gold, bills of exchange and other short-term obligations of 
prime liquidity or other approved securities, 

{e) discount, re-discount, purchase or sell, wither without its 
endorsement, bills of exchange, cheques and other short- 
term obhgations of prime liquidity, including Treasury 
bills and other such Government short-term securities as 
are currently marketable, 

(/) buy and sell exchange for its own account or for the 
account of central banks; 

{g) buy and sell negotiable securities other than shares for its 
own account or for the account of central banks; 

(A) discount for central banks bills taken from their portfolio 
and re-discount with central banks bills taken from its 
own portfolio, 

{%) open and maintain current or deposit accounts with 
central banks; 

(y) accept* 

(i) deposits from central banks on current or deposit 
account; • 

(li) deposits in connection with trustee agreements that 
may be made between the Bank and Governments in 
connection with international settlements; 

(ih) such other deposits as, in the opinion of the Board, come 
within the scope of the Bank’s functions. 

The Bank may also: 

(^) act as agent or correspondent of any central bank; 
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(1) arrange with any central bank for the latter to act as its 
agent or correspondent. If a central bank is unable or 
unwilling to act m this capacity, the Bank may make 
other arrangements, provided that the central bank con- 
cerned does not object. If, m such circumstances, it 
should be deemed advisable that the Bank should estab- 
lish its own agency, the sanction of a two-thirds majority 
of the Board will be required; 

(m) enter into agreements to act as Trustee or Agent in con- 
nection with international settlements, provided that 
such agreements shall not encroach on the obligations of 
the Bank towards third parties; and carry out the various 
operations laid down therein. 

Article 23 

Any of the operations which the Bank is authorised to carry 
out with central banks under the preceding Article may be 
carried out with banks, bankers, corporations or individuals of 
any country, provided that the central bank of that country 
does not object. 

Article 24 

The Bank may enter into special agreements with central 
banks to facilitate the settlement of international transactions 
between them. 

For this purpose it may arrange with central banks to have 
gold earmarked for their account and transferable on their 
order, to open accounts through which central banks can trans- 
fer their assets from one currency to another, and to take such 
measures as the Board may think advisable within the limits of 
the powers granted by these statutes. The principles and rules 
governing such accounts shall be fixed by the Board. 

Article 25 

The Bank may not; 

(а) issue notes payable at sight to bearer; 

(б) ‘‘accept’’ bills of exchange; 

(c) make advances to Governments; 
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{i) open current accounts in the name of Governments; 

(e) acquire a predominant interest in any business concern/ 
(/) except so far as is necessary for tbe conduct of its own 
business, remain tbe owner of real property for any longer 
period than is required in order to realise to proper 
advantage such real property as may come into the 
possession of the Bank in satisfaction of claims due to it. 

ArUcle 26 

The Bank shall be administered with particular regard to 
mamtaimng its liquidity, and for this purpose shall retain 
assets appropriate to the maturity and character of its liabilities 
Its short-term liquid assets may mclude bank-notes, cheques 
payable on sight drawn on first class banks, claims in course of 
collection, deposits at sight or at short notice in first class banks, 
and prime bills of exchange of not more than ninety days’ 
usance, of a kind usually accepted for re-discount by central 
banks. 

The proportion of the Bank’s assets held in any given 
currency shall be determined by the Board with due regard to 
the liabilities of the Bank. 


Chapter IV. — Management 
Artwle 27 

The ad m i nis tration of the Bank shall be vested in the Board. 
ArUcle 28 

The Board shall be composed as follows: 

(1) The Governors for the time being of the central banks of 
Belgium, France, Germany, Great Britain, Italy, Japan and 
the United States of America (hereinafter referred to as ex 
officio Directors), or if any of the said Governors are unwilling 
or unable to hold oflB.ce, their respective nominees (hereinafter'^ 
referred to as substitute nominees) 

The tenure of office of a substitute nommee sljall be within. 
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the discretion of the Governor by whom he is appointed, but 
shall terminate in any case when that Governor vacates office. 

Any ex officio Director may appoint one person as his alter- 
nate, who shall be entitled to attend and exercise the powers of 
a Director at meetings of the Board if the Governor himself is 
unable to be present. 

(2) Seven persons representative of finance, industry or 
commerce, appointed one each by the Governors of the central 
banks mentioned in sub-clause (1) and being of the same 
nationality as the Governors who appoint them 

Durmg the contmuance of the liabihty of Germany to pay 
reparation annuities, two persons, of French and German 
nationality respectively, representative of industry or com- 
merce, appointed by the Governors of the Bank of France and 
of the Reichsbank respectively, if they so desire. 

If for any reason the Governor of any of the seven institutions 
above mentioned is unable or unwilling to serve as Director, or 
to appoint a substitute nommee under sub-clause (1), or to 
make an appointment under sub-clause (2), the Governors of 
the other institutions referred to, or a ma 3 ority of them, may 
invite to become members of the Board two nationals of the 
country of the Governor m question, not objected to by the 
central bank of that country. 

Directors appointed as aforesaid, other than ex officio Direc- 
tors or their substitute nominees, shall hold office for three years, 
but shall be eligible for reappointment. 

(3) Not more than nine persons to be elected by the following 
procedure: 

The Governor of the central bank of every country, other 
than those mentioned in sub-clause (1), in which capital has 
been subscribed at the time of incorporation shall be entitled to 
submit a list of four candidates of his own nationality for 
directorship, which may include his own name. Two of the 
candidates on each list shall be representative of finance, and 
the other two of industry or commerce. From these lists the 
Board may elect, by a two-thirds majority, not more than nine 
persons. 

* The Directors so elected shall be divided by lot into three 
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groups, as nearly as may be equal m number, of wMcb one 
group stall retire at the end of the first, one at tlie end of tbe* 
second, and one at the end of the third financial year of the 
Bank. The retiring Directors shall be eligible for re-election. 

At the first meetmg of Directors in the second and succeeding 
financial years the Board may elect, by a two-thirds majority, 
not more than three Directors from a panel of candidates com- 
posed of hsts of persons with similar qualifications to those 
specified in connection with the first election. The Governors of 
the central banks of every country, other than those mentioned 
in sub-clause (1), m which capital has at the date of such meet- 
iug been subscribed shall be entitled to submit a list of four 
persons to be included in the panel. Directors so elected shall 
hold office for three years, but shall be ehgible for re-election. 

If in any of the countries referred to in the preceding para- 
graph there is no central bank, the Board, by a two-thirds 
majority, may nominate an appropriate financial mstitution to 
exercise the right of submitting a list of candidates for election. 

Article 29 

In the event of a vacancy occurring on the Board for any 
reason other than the termination of a period of office in accord- 
ance with the preceding Article, the vacancy shall be filled in 
accordance with the procedure by which the member to be 
replaced was selected. In the case of Directors other than ex 
officio Directors, the new Director shall hold office for the un- 
expired period only of his predecessor’s term of office. He shall, 
however, be eligible for re-election at the expiration of that 
term. 

Article 30 

♦ 

Directors must be ordiuanly resident m Europe or in a posi- 
tion to attend regularly at meetings of tbe Board. 

Article 31 

No person stall be appointed or told ofiSce as a Director wto 
is a member or an of&cial of a Government, or is a member of a 
legislative body, unless be is the Governor of a central bank. 
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Afticle 32 

Meetings of the Board shall be held not less than ten times a 
year At least four of these shall be held at the registered office 
of the Bank. 

Afticle 33 

A member of the Board who is not present in person at a 
meeting of Directors may give a proxy to any other member 
authorising him to vote at that meetmg on his behalf. 

Article 34 

Unless otherwise provided by the statutes, decisions of the 
Board shall be taken by a simple majority of those present or 
represented by proxy In the case of an equality of votes, the 
Chairman vshall have a second or casting vote. 

The Board shall not be competent to act unless a quorum of 
Directors is present This quorum shall be laid down in a regu- 
lation adopted by a two-thirds majority of the Board. 

Article 36 

The members of the Board may receive, in addition to out-of- 
pocket expenses, a fee for attendance at meetmgs and/or a 
remuneration, the amounts of which will be fixed by the Board, 
subject to the approval of the General Meetmg. 

Article 36 

The proceedings of the Board shall be summarised in minutes, 
which shall be signed by the Chairman 

Copies of or extracts from these minutes for the purpose of 
production in a Court of Justice must be certified by the General 
Manager of the Bank 

A record of decisions taken at each meetmg shall be sent 
within eight days of the meeting to every member. 

Article 37 

The Board shall represent the Bank in its dealings with third 
parties, and shall have the exclusive right of entering into 

K 
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engagements on behaK of tbe Bank It may, bowever, delegate 
this right to a member or members of the Board or of the per- • 
manent staff of the Bank, provided that it defines the powers 
of each person to whom it delegates this right. 

Article 38 

The Bank shall be legally committed vis-d-vis third parties 
by the signature of the President or by two signatures either of 
members of the Board or of members of the staff who have been 
duly authorised by the Board to sign on its behalf. 

Article 39 

The Board shall elect from among its members a Chairman 
and one or more Vice-Chairmen, one of whom shall preside at 
meetings of the Board m the absence of the Chairman 

The Chairman of the Board shall be President of the Bank. 

He shall hold office for three years, and shall be eligible for 
re-election. 

Subject to the authority of the Board, the President will 
carry out the pohcy and control the administration of the Bank. 

He shall not hold any other office which, in the judgment of 
the Board, might mterfere with his duties as President 

Article 40 

At the meeting of the Board at which the election of a Chair- 
man is to take place, the chair shall be taken by the oldest 
member of the Board present. 

Article 41 

A General Manager shall be appomted by the Board on 
the proposal of the President He will be responsible to the 
President for the operations of the Bank, and will be the chief 
of its operating staff 

The Heads of Departments, and any other officers of similar 
rank, shall be appomted by the Board on recommendations 
made by the President after consultation with the General 
Manager. 
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The remainder of the staff shall be appointed by the General 
Manager with the approval of the President. 

Arhcle 42 

The departmental organisation of the Bank shall be deter- 
mined by the Board. 

Article 43 

The Board may, if it thinks fit, appoint from among its 
members an Executive Committee to assist the President in the 
administration of the Bank. 

The President shall be a member and ex officio Chairman of 
this Committee. 

Article 44 

The Board may appoint advisory committees, chosen wholly 
or partly from persons not concerned m the Bank’s manage- 
ment. 

Article 45 

As long as the Plan is in force, the Board shall convene the 
Special Advisory Committee referred to in the Plan, upon re- 
ceipt of the notice therein provided for. 


CiTAPTEK V.— General Meetings 
Article 46 

General Meetings of the Bank may be attended by nominees 
of the central banks or other financial institutions referred to in 
Article 15. 

Voting rights shall be in proportion to the number of shares 
subscribed in the country of each iri^titution represented at the 
meeting. 

The chair shall be taken at General Meetings by the Chair- 
man of the Board, or in his absence by a Vice-Chairman. 

At least three weeks’ notice of General Meetings shall be 
given to those entitled to be represented. 

Subject to the provisions of these statutes, the General 
Meeting shall decide upon its own procedure. 
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Article 47 

# 

Witliiii three months after the end of each financial year of 
the Bank, an Annual General Meetmg shall be held, upon such 
date as the Board may decide. 

The meetmg shall take place at the registered ojBhce of the 
Bank, 

Votmg by proxy will be permitted in such manner as the 
Board may have provided in advance by regulation. 

Article 48 

The Annual General Meetmg shall be invited 

(а) to approve the Annual Report, the Balance-Sheet upon 
the report of the auditors, and the Profit and Loss 
Account, and any proposed changes in the remuneration, 
fees or allowances of the members of the Board; 

(б) to make appropriations to reserve and to special funds, 
and to consider the declaration of a dividend and its 
amount, 

(c) to elect the auditors for the ensuing year and to fix their 
remuneration, and 

((?) to discharge the Board from all personal responsibility m 
respect of the past financial year. 

Article 49 

Extraordinary General Meetings shall be summoned to decide 
upon any proposals of the Board: 

(а) to amend the statutes, 

(б) to mcrease or decrease the capital of the Bank, 

(c) to liquidate the Bank. 


Chapter VI. — ^Accounts and Profits 
Article 60 

The financial year of the Bank will begin on 1st April and 
end on 31st March. The first financial period will end on 31st 
March 1931. 
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ArUcle 51 

The Bank shall publish an Annual Eeport, and at least once 
a month a Statement of Account in such form as the Board may 
prescribe 

The Board shall cause to be prepared a Profit and Loss 
Account and Balance-Sheet of the Bank for each financial year 
in time for submission to the Annual General Meeting. 


Article 52 

The Accounts and Balance-Sheet shall be audited by inde- 
pendent auditors. The auditors shall have full power to examine 
all books and accounts of the Bank and to require full informa- 
tion as to all its transactions. The auditors shall report to the 
Board and to the General Meeting, and shall state in their 
report 

(а) whether or not they have obtained all the information 
and explanations they have required, and 

(б) whether, in their opinion, the Balance-Sheet dealt with 
in the report is properly drawn up so as to exhibit a true 
and correct view of the state of the Bank’s affairs, accord- 
ing to the best of their information and the explanations 
given to them, and as shown by the books of the Bank. 

Article 63 

The yearly net profits of the Bank shall be applied as follows: 

{a) five per cent of such net profits, or such proportion of 
five per cent as may be required for the purpose, shall be 
paid to a reserve fund called the Legal Keserve Fund, 
until that fund reaches an amount equal in value to ten 
per cent of the amount of the paid-up capital of the Bank 
for the time being; 

(6) thereafter such net profits shall be applied in or towards 
the payment of a dividend of six per cent per annum on 
the amount of the paid-up capital of the Bank this 
dividend shall be cumulative; 
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(c) as to the lesidue (if any) of such net profits, twenty per 
cent shall be paid to the shareholders until a maximum 
further dividend of six per cent (which shall be non- 
cumulative) is reached, provided that the Board may in 
any year withhold all or any part of this additional pay- 
ment and place it to the credit of a Special Dividend 
Eeserve Fund for use in maintaming the cumulative six 
per cent dividend provided for in the preceding para- 
graph or for subsequent distribution to the shareholders; 

(d) after making provision for the foregoing, one-half of the 
yearly net profits then remainmg shall be paid into the 
General Eeserve Fund of the Bank until it equals the 
paid-up capital Thereafter forty per cent shall be so 
applied until the General Eeserve Fund equals twice the 
paid-up capital, thirty per cent until it equals three 
times the paid-up capital, twenty per cent until it equals 
four tunes the paid-up capital; ten per cent until it equals 
five times the paid-up capital; and from that point on- 
ward, five per cent 

In case the General Eeserve Fund, by reason of losses 
or by reason of an mcrease in the paid-up capital, falls 
below the amounts provided for above after havmg once 
attamed them, the appropriate proportion of the yearly 
net profits shall again be apphed until 'the position is 
restored: 

(c) as long as the Plan is m force any remainder of the net 
profits after meeting the foregoing requirements shall be 
disposed of as follows: 

(i) as to seventy-five per cent, to such of the Governments 
or central banks of Germany and the countries entitled 
to share in the annuities payable under the Plan as have 
mamtamed time deposits at the Bank subject to with- 
drawal in not less than five years from the time of 
deposit, or after four years on not less than one year’s 
notice. This sum shall be distributed annually in pro- 
portion to the size of the deposits mamtained by the 
respective Governments or central banks in question. 
The Board shall have 'the power to determine the mini- 
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mum deposit whicli would justify the distribution 
provided for, 

(ii) as to twenty-five per cent as follows: 

If the German Government electsto make a long-term 
deposit with the Bank withdrawable only on the terms 
specified under sub-clause (i) above, and amounting to 
the minimum sum of 400,000,000 Keichsmarks,the said 
twenty-five per cent shall go into a Special Fund, to be 
used to aid Germany in paying the last twenty-two 
annuities provided for in the Plan 

If the German Government elects to make such long- 
term deposit amounting to a sum below 400,000,000 
Eeichsmarks, the participation of the German Govern- 
ment shall be reduced in proportion, and the balance 
shall be added to the seventy-five per cent referred to 
in sub-clause (i) above 

If the German Government elects not to make any 
such long-term deposit, the said twenty-five per cent 
shall be distributed as provided m sub-clause (i) above. 
The Special Fund referred to above shall carry com- 
pound interCwSt reckoned on an annual basis at the 
maximum current rate paid by the Bank on time 
deposits. 

If the Special Fund should exceed the amount re- 
quired to pay the last twenty-two annuities, the balance 
shall be distributed among the creditor Governments 
as provided for in the Plan. 

(/) At the expiration of the period referred to in the first para- 
graph of sub-clause (e) the disposal of the remainder of 
the net profits referred to in sub-clause (e) shall be deter- 
mined by the General Meeting on the proposal of the 
Board 

Article 54 

The General Reserve Fund shall be available for meeting any 
losses incurred by the Bank. In case it is not adequate for this 
purpose, recourse may be had to the Legal Reserve Fund 
provided for in Article 53 (a). 

These reserve funds in the event of liquidation, and after 
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tLe discLarge of the Kabihties of the Bank and the costs of 
liquidation, shall be divided among the shareholders. 


Chapter VII. — General Provisions 
ArUcle 55 

The Bank may not be liquidated except by a three-fourths 
majority of the General Meeting It shall not in any case be 
liquidated before it has discharged all the obligations which it 
has assumed under the Plan. 

Article 56 

(1) If any dispute shall arise between the Bank, on the one 
side, and any central bank, financial institution, or other bank 
referred to in the present statutes, on the other side, or between 
the Bank and its shareholders, with regard to the interpretation 
or application of the statutes of the Bank, the same shall be 
referred for final decision to the Tribunal provided for by The 
Hague Agreement of January, 1930 

(2) In the absence of agreement as to the terms of submission, 
either party to a dispute under this Article may refer the same 
to the Tribunal, which shall have power to decide all questions 
(includmg the question of its own jurisdiction) even in default 
of appearance by the dther party. 

(3) The Tribunal shall lay down its own procedure 

(4) Before givmg a final decision and without prejudice to the 
questions at issue, the President of the Tribunal — or, if he is un- 
able to act in any case, a member of the Tribunal to be desig- 
nated by him forthwith — ^may, on the request of the first party 
applymg therefor, order any appropriate pro^asional measures 
m order to safeguard the respective rights of the parties. 

(5) The provisions of this Article shall not prejudice the 
right of the parties to a dispute to refer the same by common ^ 
consent to the President or a member of the Tribunal as sole 
arbitrator. 
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Aft%de 57 

In all cases not covered by tlie preceding Article or by some 
other provision for arbitration the Bank may proceed or be 
proceeded against m any court of competent jurisdiction. 

Article 58 

For the purposes of these statutes. 

(1) Central bank means the bank in any country to which has 
been entrusted the duty of regulating the volume of 
currency and credit in that country; or, where a bankmg 
system has been so entrusted, the bank forming part of 
such system which is situated and operating in the 
principal financial market of that country 

(2) Tlie Governor of a central bank means the person who, 
subject to tlic control of his Board or other competent 
authoni<y, has the direction of the policy and administra- 
tion of the Bank. 

(3) A two-iJnrds majority of the Board means not less than 
two-ihirds of the votes (whether given in person or by 
jiroxy) of the whole directorate 

Article 69 

Amendments of any Articles of these statutes other than 
those enumerated in Article 60 may be proposed by a two-thirds 
majority of the Board of Directors to the General Meeting, and, 
if adopted by a majority of the General Meeting, shall come into 
force, provided that sucli amendments are not inconsistent with 
the provisions of the Articles enumerated in Article 60. 

* 

A Hide 60 

Articles 2, 3, 4, 9, 15, 20, 25, 28, 46, 53, 56, 59, and 60 cannot 
be amended except subject to the following conditions. The 
amendment must be adopted by a two-thirds majority of the 
Board, approved by a majority of the General Meeting, and 
sanctioned by a law supplementing the Charter of the Bank. 
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CHAETER OP THE BANK FOR INTERNATIONAL 
SETTLEMENTS 

The following is the full text of the Convention regarding the Bank 
for International Settlements signed at The Hague on J anuary 20, 
^ 1930 . 

The duly authorised representatives of the Governments of 
Germany, of Belgium, of France, of the United Kmgdom of 
Great Britain and Northern Ireland, of Italy and of Japan of 
the one part. 

And the duly authorised representatives of the Government 
of the Swiss Confederation of the other part. 

Assembled at The Hague Conference m the month of Janu- 
ary, 1930, have agreed on the following. 

Article 1 

Switzerland undertakes to grant to the Bank for Interna- 
tional Settlements, without delay, the following constituent 
charter havmg force of law: not to abrogate this charter, not to 
amend or add to it, and not to sanction amendments to the 
Statutes of the Bank referred to ih paragraph 4 of the charter 
otherwise than in agreement with the other signatory Govern- 
ments. 

Article 2 

Any dispute between the Swiss Government and any one of 
the other signatory Governments relatmg to the mterpretation 
or application of the present Convention shall be submitted to 
the Arbitral Tribunal provided for by The Hague Agreement of 

186 ► 
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January, 1930* Tke Swiss Government may appoint a member 
who shall sit on the occasion of such disputes, the President 
having a casting vote. In having recourse to this Tribunal the 
Parties may always agree between themselves to submit their 
dispute to the President or to one of the members of the Tri- 
bunal chosen to act as sole arbiter. 

ArUde 3 

The present Convention is entered into for a period of 15 
years It is entered into on the part of Switzerland under re- 
serve of ratification and shall be put mto force as soon as it 
shall have been ratified by the Government of the Swiss Con- 
federation. 

The instrument of ratification shall be deposited with the 
Ministry of Foreign Adairs at Paris. Upon the entry into force 
of the Convention, the Swiss Government will initiate the ne- 
cessary constitutional procedure m order that the assent of the 
Swiss people may be obtained for the maintenance in force 
during the whole of the Bank’s existence of the provisions of 
the present Convention As soon as these measures have be- 
come fully effective the Swiss Government will notify the other 
signatory Governments and these provisions shall become valid 
during the Bank’s existence. 

Constituent Chabter oe the Bank eob Inter- 
national Settlements 

Whereas the Powers signatory to The Hague Agreement of 
January, 1930, have adopted a Plan which contemplates the 
founding by the Central Banks of Belgium, France, Germany, 
Great Britain, Italy and Japan and by a financial institution 
of the United States of America of an International Bank to be 
called the Bank for International Settlements; 

And whereas the said central banks and a banking group 
including Messrs J. P, Morgan & Company of New York, the 
First National Bank of Now York, New York, and the First 
National Bank of Chicago, Chicago have undertaken to found 
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the said Bank and have guaranteed or arranged for the guaran- 
tee of the subscription of its authorised capital amounting to 
five hundred million Swiss Francs equal to 145,1615290 32 gram, 
fine gold, divided into 200,000 shares, 

And whereas the Swiss Federal Government has entered into 
a treaty with the Governments of Germany, Belgium, France, 
Great Britam, Italy and Japan whereby the said Federal 
Government has agreed to grant the present Constituent 
Charter of the Bank for International Settlements and not to 
repeal, amend or supplement the said Charter and not to sanc- 
tion amendments to the Statutes of the Bank referred to in 
Paragraph 4 of the present Charter except m agreement with 
the said Powers* 

1 The Bank for International Settlements (hereinafter 
called the Bank) is hereby incorporated. 

2 Its constitution, operations and activities are defined 
and governed by the annexed Statutes which are hereby 
sanctioned. 

3. Amendment of Articles of the said Statutes other than 
those enumerated m Paragraph 4 hereof may be made and 
shall be put mto force as provided in Article 59 of the said 
Statutes and not otherwise. 

4 Articles 2, 3, 4, 9, 15, 20, 25, 28, 46, 53, 56, 59 and 60 of 
the said Statutes shall not be amended except subject to the 
following conditions the amendment must be adopted by a 
two-thirds majority of the Board, approved by a majority 
of the General Meeting and sanctioned by a law supplement- 
ing the present Charter. 

5 The said Statutes and any amendments which may be 
made thereto m accordance with Paragraphs 3 or 4 hereof 
respectively shall be valid and operative notwithstanding 
any inconsistency therewith in the provisions of any present 
or future Swiss law. 

6 The Bank shall be exempt and immune from all taxa- 
tion included in the following categories 

{a) stamp, registration and other duties on all deeds or 

other documents relatmg to the incorporation or liquida- 
tion of the Bank, 
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(6) stamp and registration duties on any first issue of 
its shares by the Bank to a central bank, financial insti- 
tution, banking group or underwriter at or before the time 
of incor])oration or in pursuance of Article 7 or 9 of the 
Statutes; 

(c) all taxes on the Bank’s capital, reserves or profits, 
whether distributed or not, and whether assessed on the 
profits of the Bank before distribution or imposed at the 
time of distribution under the form of a coupon tax pay- 
able or deductible by the Bank, This provision is without 
prejudice to the State’s right to tax the residents of 
Switzerland other than the Bank as it thinks fit, 

(d) all taxes upon any agreements which the Bank may 
make in connection with the issue of loans for mobilising 
the Oerman annuities and U]H)n the bonds of such loans 
issued on a foreign market, 

(e) all ta-xes on the remunerations and salaries paid by 
the Bank to members of its administration or its em- 
ployees of non-Swiss nationality 

7. All funds deposited with the Bank by any Government 
in pursuance of the Plan adopted by The Hague Agreement 
of January, 1930, shall be exempt and immune from taxation 
whether by way of deduction by the Bank on behalf of the 
authority imposing the same or othorwiwse 

8, The foregoing exemptions and immunities shall apply 
to present and future taxation by whatsoever name it may 
be described, and whether imposed by the Confederation, 
or by the cantonal, communal or other public authorities. 

9 Moreover, without prejudice to the exemptions speci- 
fied above, there may not be levied on the Bank, its opera- 
tion or its personnel any taxations ther than that of a general 
character and to which other banking establishments estab- 
lished at Basle or in Switzerland, their operations and their 
personnel, are not subjected de facto and demure, 

10. The Bank, its property and assets and all deposits and 
other funds entrusted to it shall be immune in time of peace 
and m time of war from any measure such as expropriation, 
requisition, seizure, confiscation, prohibition or restriction 
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of gold or currency export or import, and any other similar 

measures 

11. Any dispute between the Swiss Government and the 
Bank as to the mterpretation or application of the present 
Charter shall be referred to the Arbitral Tribunal provided 
for by The Hague Agreement of January, 1930. 

The Swiss Government shall appoint a member to sit on the 
occasion of such dispute, the President havmg a casting vote. 

In having recourse to the said Tribunal the Parties may 
nevertheless agree to submit their dispute to the President or 
to a member of the Tribunal chosen to act as sole Arbiter. 
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The following %s the text of the Form of Trust A^eement between 
the Creditor Governments and the Bank for International Settle- 
ments, (Annex VIII. to The Hague Agreement ) 

Entered into this day of 1930, between the 

Governments of et cetera (hereinafter called 

the Creditor OovernmentH), of the one part, and the Bank for 
International Settlements (hereinafter called Trustee), of the 
second part, 

Witnesseth: 

Whereas the Creditor Governments in connection with the 
carrying out of the New Plan as defined in The Hague Agree- 
ment of January, 1930 (hereinafter called the Plan), desire 
jointly to appoint the Bank for International Settlements their 
joint and sole trustee to receive, manage and distribute the 
annuities payable by Germany, and to perform other functions 
with respect thereto, all as provided by the Plan; and within 
the limits of the Statutes of the Bank; 

Whereas the Banlc for International Settlements has taken 
note of the provisions of the Plan and is prepared to accept the 
appointment as such trustee; 

Therefore it is agreed between She parties hereto that the 
description, the conditions and the limitations of the functions 
of the Trustee with respect thereto and of the relations, obli- 
gations and rights of the parties are those set forth as follows. 

Article 1 

The Creditor Governments jointly appoint the Bank for 
International Settlements their joint and sole trustee for the 

191 
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purposes liereia defined The Bank accepts the appointment 
and agrees to carry out the trust on the conditions herein*, 
stated 

Article 2 

The Trustee is empowered and agrees* 

(а) To receive any balances transferred by the Agent 
General for Reparation Payments on the winding up of his 
accounts, subject to the rights of the different Creditor 
Governments in the distribution of such balances and to any 
claims and commitments thereon which may be outstandmg 
at the time of transfer, aR of which, as shown by the records 
of the Agent General for Reparation Payments, will be re- 
ported to the Trustee when the transfer is made, 

(б) To hold in safe-keeping, as trustee, until the same shall 
be duly discharged, the Certificate of Debt, with coupons 
attached, issued and dehvered by the German Government 
pursuant to the terms of the Plan, the receipt of which the 
Trustee acknowledges and a copy of which is attached hereto 
as Exhibit A; 

(c) To hold m safe-keepmg as trustee, until the same shall 
be duly discharged, the Certificate issued and delivered by 
the German Railway Company in acknowledgement of its 
habihty, pursuant to the terms of the Plan, the receipt of 
which the Trustee acknowledges and a copy of which is 
attached hereto as Exhibit B, 

(d) Commencmg 1930, to receive in 

trust each month from the German Reich for the account 
of the Creditor Governments signatory hereto and for the 
account of the Trustees of the German External Loan 1924 
aU payments thereafter to be made by Germany under the 
Plan and the above-mentioned Certificate of Debt represent- 
ing the service of the said Loan or the payment of the sums 
attributable to the said Creditor Governments on account 
of the non-postponable annuities and the postponable an- 
nuities as defimed and specified m the Plan 

A certified Schedule statmg the monthly and annual share 
during the whole period of the annuities of each Creditor 
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Government signatory hereto in the non-postponable and post- 
»ponable portions and in the total of the German annuity is 
attached hereto as Exhibit 0. 

Arhcle 3 

Except durmg a period when the transfer of the postponable 
annuity is suspended, as provided for m Article 11 below, the 
Trustee will accept only currencies other than Reichsmarks in 
payment of the monthly instalments of the annuities payable 
by Germany, subject always to the proviso that the Trustee 
may accept Reichsmarks, in each month of a given annuity 
year, for an amount equal to one-twelfth of the total of any 
current annual programme for payments under Dehvery in 
Kind and Reparation Recovery Act procedures for the year in 
question 

In arranging for the receipt of currencies other than Reichs- 
marks the Trustee, after having been notified of the require- 
ments of the Creditor Governments, will inform the German 
Government and, at the same time, the Reichsbank, at least 
one month in advance of the due dates for payment, of its pre- 
ferences relative to the currencies which it desires to have paid 
into its account If these preferences are not comphed with, 
the Trustee is authorised to accept payment from Germany 
entirely in the currencies of the creditor countries whose 
nationals were members of the Committee of Experts and as 
nearly as may be in proportion to the respective shares of these 
countries, it being understood that payments in currencies 
other than Reichsmarks which are not based upon the gold or 
gold exchange standard will only be made with the consent of 
the Trustee. 

The Trustee will give receipts to the German Government 
for aU sums which it pays or causes to be paid both on account 
of the postponable and on account of the non-postponable 
annuity. These receipts will show the currencies received as 
well as the equivalent value in Reichsmarks, with which the 
German Government will be credited. 

At the end of each annuity year, when the Trustee has re- 
ceived from the German Government the sums due for that 


o 
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year, m accordance with the Plan, the Trustee shall surrender 
to the German Government the coupon of the Certificate of the 
German Government which corresponds to the payments of 
the year in question. 

The Trustee takes note of the undertaking given by the Ger- 
man Government that the Reichsmark shall have and shall 
retain its convertibility m gold or foreign exchange as provided 
in Section 31 of the Law of the 30th August 1924, and that, 
in all circumstances, for the general purposes of the Plan, the 
Reichsmark shall have and shall retain a mmt parity of 1/2790 
kilogram of fine gold, as defined in the German comage law of 
August 30, 1924. 

The sums paid m currencies other than Reichsmarks into the 
annuity trust account shall be calculated in Reichsmarks, sub- 
ject to the provisions of the above undertaking, at the average 
of the middle rates (Mittelkurs) prevaihng on the Berlin Bourse 
during the period of fifteen days precedmg the date of payment. 

The sums in Reichsmarks paid by the German Railway Com- 
pany to the account of the Trustee at the Reichsbank under 
the terms of the above-mentioned Certificate of Liabihty de- 
hvered by that Company, for an amount of ficEty-five million 
Reichsmarks on the first day of each month in respect of the 
previous month, shall, until the due discharge of the Certificate, 
be placed each month at the disposal of the German Govern- 
ment by the Trustee as soon as they have been received, pro- 
vided that the instalment of the Armuity payable by the Ger- 
man Government on the 15th day of the precedmg month has 
been duly received. 

ArUcle 4 

All the sums transferred from the account of the Agent- 
General for Reparations or paid on account of the German 
Annuities shall be received into an Annuity Trust Account All 
the sums paid by Germany on account of the annuities shall 
be managed by the Trustee and shall be employed and distri- 
buted each month upon receipt as follows, on the understand- 
ing that the obligati6ns of the Trustee m regard to the said 
sums shall be only those normally incumbent upon a banker 
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for tlie execution of a trust agreement, and in no case shall the 
Trustee permit the accounts or credits of any Creditor Govern- 
ment to be overdrawn. 

{a) In the first place, the sums required monthly for the 
service of the German External Loan, 1924, shall be trans- 
ferred to the account or order of the Trustees of the said 
Loan, in conformity with the terms of the General Bond se- 
curing it, on the understanding that this appropriation shall 
have priority over all others This service constitutes a first, 
charge, expressly provided for as such, on the German an- 
nuities, whether non-postponable or postponable. 

(b) One-twelfth of the share of each Creditor Government 
m the non-postponable Annuity shall be forthwith allocated 
in the books of the Trustee to that Government withm the 
Annuity Trust Account in currencies other than reichsmarks. 
If one of the Governments has mobilised a part of the non- 
postponable annuity allotted to it, there shall be retained 
every month, out of the share due to that Government in 
virtue of the present paragraph, the sums required for the 
service of the obligations issued and outstanding, m con- 
formity with the conditions of the contracts made on the 
occasion of such issues; these sums, deducted from the share 
of each of the Governments concerned in the issues, shall be 
transferred each month to a Trustee Account relating to the 
loan thus issued and shall remain there until the moment 
when payments have to be made for the mterest service and 
amortisation of the obligations, m accordance with the terms 
of the respective loan agreements. 

(c) One-twelfth of the share due to each Government for 
settlmg the quota of Deliveries m Kind allotted to it m a 
given year shall be forthwith allocated in the books of the 
Trustee to that Government withm the Annuity Trust Ac- 
count in Reichsmarks, if no other provision has been made 
by the Governments concerned, mcludmg Germany, for the 
settlement of this quota. 

(d) One-twelfth of the sum due to each Government in 
each Annuity, after the allocations provided in paragraphs 
(6) and (c), shall be forthwith allocated in the books of the 
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Trastee to ttat Grovemment witHn the Annuity Trust Ac- 
count in currencies other than Reichsmarks. 

(e) In apphcation of Article 88 of the annexes to the 
Experts’ Report of June 7, 1929 (hereinafter called the 
“Experts’ Report”), the sums allocated as provided m 
the precedmg paragraphs will remain without interest m 
the National Sub-Divisions of the Annuity Trust Account 
up to the equivalent of the foUowmg minimum amounts: 


France 

Beiclismarks. 

. 68,037,600 

Great Britain 

. 26,587,500 

Italy . 

. 13,887,500 

Belgium 

7,512,500 

Eoumania . 

1,312,500 

Jugoslavia , 

5,462,500 

Greece 

450,000 

Portugal 

862,500 

Japan. 

862,600 

Poland 

25,000 


125,000,000 R.M. 


AH sums standmg in the National Sub-Divisions of the 
Annuity Trust Account in excess of the above mmunum non- 
interest-beanng deposits, may be freely withdrawn from the 
said account by the Creditor Governments, m accordance 
with the followmg paragraph. 

(/) Subject to the foregomg and m accordance with the 
provisions of the Plan, the Trustee is authonsed and agrees 
to transfer at such dates as may be mdicated any sum allo- 
cated to any Government within the Annuity Trust Account 
to any mterest-bearmg account m the Bank for Inter- 
national Settlements or to any other bank or banker, or 
otherwise to dispose of it as the mterested Creditor Govern- 
ment may direct, but m no case wiU the Trustee permit 
the accounts or credits of any Creditor Government to be 
overdrawn. 



APPENDIX V 


197 


Article 5 

The Trustee shall not be bound to pay any interest on 
balances in the Annuity Trust Account. 

Article 6 

Any exchange profit or loss arising from transactions earned 
out by the Trustee for account of Creditor Governments in 
connection with the management of the German annuities shall 
unless otherwise settled be credited or charged quarterly by the 
Trustee to the accounts of the Governments concerned, in 
proportion to their respective shares in the principal moneys 
involved, subject to the provisions of Article 4. 

Article 7 

The Trustee is authorised and agrees in connection with 
Delivery in Kmd, Reparation Recovery Act, and other similar 
systems to pay m Reichsmarks up to the amount of the monthly 
Reichsmark balances available to the respective Creditor 
Governments on cheques, drafts or orders duly executed by the 
authorised representative of any such Creditor Government. 
The Creditor Governments respectively agree to keep the 
Trustee advised of the identity and authority of such repre- 
sentatives and to supply it with their specimen signatures. 

Article 8 

Payment by the Trustee in compliance with the documents 
referred to in the preceding article shall constitute full dis- 
charge to the Trustee for the Reichsmark payments made. 
Payments in currencies other than Reichsmarks made or trans- 
ferred out of the Annuity Trust Account upon the order of a 
Creditor Government or effected under the authorisations con- 
tained in Article 4 above, shall constitute a full discharge to the 
Trustee for the payments made. In addition, as soon as possible 
after the close of each annuity year when the respective 
Creditor Governments shall have received the annual account 
and auditor’s report referred to in Article 17 hereof, the com- 
petent authority of each Creditor Government shall give the 
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Trustee a iSnal global quittance and release for tbe actual pay- 
ments made, during tbe Annuity year m question, to or upon 
the order of the Creditor Goyernment concerned, as disclosed 
by the said accounts. 


AfUde 9 

The Trustee declares that it has taken note that the German 
Government undertakes during the period up to March 31, 1966, 
to maintam at the Bank a non-mterest-bearing deposit equi- 
valent to 50 per cent of the average deposit remainmg in the 
Annuity Trust Account, but not exceedmg 100 million Eeichs 
marks. 

The Bank shall to this end certify to the German Govern- 
ment and to the Creditor Governments every month the aver- 
age of the balances at the close of each working day left by the 
Creditor Governments on deposit without interest during that 
month, m respect of the sums arismg from the German pay- 
ments under the Dawes Plan or under the present Plan up to 
the time when they are drawn out by the Creditor Governments. 

The first deposit will be paid by the German Government to 
the Bank fifteen days after the commg into force of the New 
Plan, the amount of the deposit bemg calculated on the aver- 
age of the daily balances above-mentioned left with the Agent- 
General or the Bank during the month ending two working 
days prior to the date of deposit, excluding sums returnable 
to the German Government under Annex III. of The Hague 
Protocol of August 31, 1929, or any supplementary arrange- 
ment. The deposit shall be maintamed at the amount so cal- 
culated durmg one month At the end of this period the deposit 
will be adjusted by a further deposit or by the withdrawal of 
part of the existmg deposit on the basis of the average of the 
daily balances referred to above during the month ending two 
workmg days before the date of the adjustment. A similar ad- 
justment wiU take place at the end of the second month from 
the date of the first deposit. At the end of the third month, and 
thereafter at intervals of three months, the deposit shall be 
adjusted on the basis of the average of the daily balances re- 
ferred to above durmg the three months endmg two workmg 
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days before the date of each such adjustment. The intervals 
referred to in this paragraph may be changed by agreement 
between the Governments concerned with the concurrence of 
the Trustee. 

The Trustee will accept this deposit under the conditions set 
out in this Article. 

Article 10 

The Trustee declares that it has taken note of the provisions 
of the Plan with respect to the functions assigned to the Bank 
of International Settlements in connection with any declara- 
tion of the German Government requirmg the convenmg of the 
Special Advisory Committee, and the Trustee agrees and the 
Creditor Governments confirm that the Trustee shall carry out 
the functions assigned to it in that respect and in the manner 
described m the Plan, 

The Trustee takes note that, m application of Article 124 of 
the Experts’ Eeport, any recommendation of the Advisory 
Committee affecting the rights of the Creditor Governments 
shall not bind those Governments unless it is accepted and con- 
firmed by the Creditor Governments which participated in the 
decision of September 16, 1928, to set up the Committee of 
Experts; and that similarly any recommendation afiectmg the 
rights of the German Government shall not bind that Govern- 
ment unless it is accepted and confirmed by that Government. 

Article 11 

Immediately on receiving from the German Government in 
conformity with the Plan notification of suspension of transfer 
of the whole or part of the postponable annuity the Trustee 
shall inform the Creditor Governments accordmgly. 

(a) As soon as this suspension becomes efiective* 

(1) The Trustee shall continue to transfer each month the 
sums necessary for assuring the service of the external loan 
of 1924 in accordance with paragraph (a) of Article 4 of this 
contract, 

(2) The Trustee shall continue to credit or transfer each 
month in accordance with the provisions of paragraph (5) of 
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Article 4 of this Contract the sums paid by the German 
Government in respect of the non-postponable Annuity, 

(3) In the event of a partial postponement, m any year, of 
transfer or of payment of the postponable annuities, the 
Trustee shall distribute the part of the postponable annui- 
ties actually paid and transferred m that year in such a 
manner as to ensure, so far as may be possible, that the re- 
ceipts of the several Creditor Governments out of the aggre- 
gate payments actually transferred by Germany (whether 
on account of the unconditional or of the postponable annui- 
ties) shall be proportionate to their respective sharea in the 
total annmties due by Germany under the Plan m respect 
of that year, provided always that the Creditor Governments 
entitled to an allocation out of the unconditional annuities 
shall m no case receive less than the allocations due to them 
respectively out of those annuities, 

(4) Should the amount of the postponable annuities paid 
and transferred by Germany be insufficient to provide in full 
to each of the Creditor Governments its due share of the 
total German payments transferred, having regard to the 
allocations out of the unconditional annuity referred to in 
the previous paragraph, the Trustee shall, in accordance with 
the provisions of paragraph 202 of the Annexes to the Ex- 
perts’ Report, withdraw from the Guarantee Fund, to be 
constituted by the French Government, the sums necessary 
to make up the deficiency to each of the Creditor Govern- 
ments concerned. The sums so withdrawn from the Guaran- 
tee Fund shall be repaid to that fund m accordance with the 
Plan at the end of the period of postponement. 

(b) During the course of a partial or total postponement of 
transfer the Trustee may accept from Germany payments in 
Reichsmarks in respect of the amounts of which transfer has 
been postponed and of which payment has not been postponed 
xmder the Plan. The Trustee is authorised to give to the German 
Government receipts for such payments which will be in the 
nature of temporary acknowledgments. These acknowledg- 
ments wiU be converted into final receipts pro tanto on the 
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transfer of the amounts postponed, or on the utilisation of the 
Reichsmarks accepted by the Trustee under this paragraph for 
payments in respect of deliveries m kind or in respect of Re- 
paration Recovery Acts and similar procedures under the 
special programmes referred to in Annex IV. of the Experts’ ' 
Report. 

(c) Any sums accepted in Reichsmarks by the Trustee under 
paragraph (6) above will be distributed in the form of credits 
m the Trustee’s books in such a way as to complete the credits 
due to each Creditor Government for the year in question under 
the Pl^n, and the Guarantee Fund in so far as it has been 
drawn upon These Reichsmarks will be administered by the 
Trustee m the manner provided in the Plan 

(d) The parties to this contract agree that all investments of 
such Reichsmark funds effectcid by the Trustee shall be made 
for the individual account of the Creditor Governments, as 
their interests require, for their advantage and at their risk. 
In particular tlu', proceeds of investment of Reichsmarks 
credited to the Guarantee Fund will be assigned to the French 
Government. 

Article 12 

The Creditor Governments and the Trustee agree that the 
Trustee shall have exclusive authority to act as agent of the 
Creditor Governments or any one of them, so far as concerns 
the operations relating to the mobilisation of the German 
Annuities, and that in the discharge of the functions and in the 
use of the authority entrusted to it as Agent in this matter, 
the Trustee will be guided by the jirovisions of the Plan which 
govern mobilisation. In particular the Trustee will abide by the 
following provisions* 

(a) When it appears to the Trustee practically possible to 
proceed with an issue of Bonds representing the capitahsa- 
tion of a part of the Annuity, the Trustee will inform the 
Creditor Governments. The possibility of proceeding with 
such an operation shall also be considered by the Trustee 
whenever so required by one or more of the Creditor Govern- 
ments. 
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If after examination, and in cases otLer than that dealt 
with in the second part of paragraph (6) below, the Trustee 
considers such an operation mopportune, it shall indicate to 
the Governments concerned the reasons for this opmion. 

(b) If one or more of the Governments concerned intend 
themselves to proceed m their own markets with an issue, 
the trustee shall fix the minimum conditions of issue at the 
time of the operation. 

If, however, such an operation is intended in connection 
with internal conversion operations, the Government con- 
cerned will be free to offer the Bonds on its own maijket on 
whatever conditions it may be able to obtam, without its 
being necessary for the Trustee to consider whether the 
creation of the Bonds is opportune, and on the understand- 
ing that the Bonds will only be quoted on the market of 
issue 

(c) If one or more of the Governments concerned propose 
an international issue on other markets than their own re- 
spective markets, the Trustee shall at their request, if it con- 
siders on exammation that conditions on these markets per- 
mit such an operation, take steps to proceed with this issue 
and determme, after making sure that the Central Banks 
concerned have no objection, the markets on which such 
offers may be made. 

In the case of such issues, the various Governments having 
a share not yet mobilised m the non-postponable portion of 
the Annmty shall be given the right to participate in pro- 
portion to the foUowmg figures* France 500, Great Britain 84, 
Italy 42, Japan 6*6, Jugo-Slavia 6, Portugal 2*4. 

No issue of an mternational character may however be 
made m the market of any of the countries the Government 
of which has signed this Trust Agreement without the ap- 
proval of that Government both as regards the amount of 
the issue and as regards the conditions on which it shall be 
authorised 

(d) If it is decided to proceed with an issue, and if one or 
more of the Creditor Governments so request, the Trustee 
shall arrange, m agreement with those Governments and 
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with the Issuing Bankers, the detailed conditions on which 
the Bonds shall be issued. 

(e) The Trustee shall apply to the German Government, 
as provided in the Plan, for the creation of issuable Bonds. 

(/) The Trustee declares its willingness to act as trustee or 
representative of the bondholders, or as agent for all issues 
of bonds made in pursuance of the provisions of the Plan 
relative to mobilisation, to the extent provided m the Loan 
Contract to be concluded between the Trustee and the 
Governments concerned on the occasion of an issue of such 
obhgations. 

(g) The expenses and commissions to be received by the 
Trustee both for the creation of bonds and for their issue 
shall be determined between the Trustee and the Govern- 
ments concerned with regard to the importance of the func- 
tions which may be attributed to it on the occasion of each 
operation. 

Article 13 

The Trustee will credit to a special Trust Account the de- 
posits which the French Government has undertaken to make, 
n the circumstanccB contemplated in the Plan, up to an amount 
)f five hundred million Reichsmarks, m currencies other than 
Reichsmarks, based upon the gold or gold exchange standard. 

The Trustee undertakes to administer those funds in such a 
my that the sums deposited shall be available in currencies 
)ther than Reichsmarks, based upon the gold or gold exchange 
standard, in order to equalise the short payments to the other 
^editors during a period of transfer postponement. 

Subject to the provisions of Article 11 (c) and the Trustee 
vill pay interest to the French Government, at the maximum 
surrent rate paid for long-term deposits, on the amount stand- 
ng m this account m currencies other than Reichsmarks. 

If it is agreed that this deposit shall remam for more than 
ive years, the French Government shall be entitled to partici- 
)ate in the profits of the Bank m respect of this deposit on 
he terms laid down in Article 53 (c) (i) of its Statutes. It shall 
)e restored to the French Government in the circumstances 
ontemplated in the Plan. 
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Article 14 

If tke German Government elects to make tke long term 
deposit up to four Kundred million Reicksmarks, provided for 
in tke Plan, the Trustee agrees to receive and admmister this 
deposit and to take the consequent measures for allocation and 
utilisation of its profits according to the provision of Article 53 
(e) of the Statutes of the Bank. 

Article 15 

In addition to making disbursements and keeping accounts 
m connection with Deliveries m Kmd, Reparation Recovery 
Acts, and other similar systems as above provided, the Trustee 
declares that it takes note of the arrangements regardmg De- 
livenes in Kmd and Reparation Recovery Acts contained in 
the relevant Annexes to The Hague Agreement of January 
1930, and agrees to observe the same as far as hes withm its 
province and powers as a bank as set forth m the Statutes. 

Article 16 

The Trustee is authorised and agrees with respect to the 
assigned revenues of the Reich to exercise the discretions re- 
ferred to in Section 3 of Annex III. of the Experts’ Report 

Article 17 

The Trustee shall furnish to each Creditor Government at the 
close of each month an account showmg all the receipts and 
payments of the Trustee durmg that period m respect of the 
annuity received from Germany The Trustee shall also fur- 
nish to each Creditor Government as soon as may be after the 
31st March m the year 1931, and every succeedmg year, a copy 
of the account as approved by the auditors of the Bank for 
International Settlements of all its operations in respect of the 
whole of the German Annuities, mcludmg the service of the 
German External Loan, 1924, smce the close of the last pre- 
cedmg yearly account or, m the case of the first account, smce 
the commencement of the operations of the Bank, and of any 
report that may be made by the Auditors on such accounts. 



APPENDIX V 


205 


The Bank shall also furnish to each Creditor Government a 
copy of its Annual General Report as soon as published. 

Arkde 18 

Prom the date of coming into force of the present contract 
until its completion, the Creditor Governments, in addition to 
maintaming the deposits referred to in Article 4 (e), agree to 
pay to the Trustee a commission of 1 per mille on the actual 
payments received from the German Government on their be- 
half, m respect of the remuneration provided in Article 84 of 
the Anp.exes to the Experts’ Report. 

This payment will form a prior charge in favour of the 
Trustee, m accordance with the Plan, on the sums received by 
it on behalf of the Creditor Governments within the Annuity 
Trust Account. 

The provisions of this Article will remain in force failing any 
new arrangement, such new arrangement may be made at the 
end of the first or of any one of the first five financial years, at 
the request of one of the signatory Powers or of the Trustee. 

Article 19 

The Trustee is authorised and agrees to notify forthwith to 
the Creditor Government any difficulty which may arise be- 
tween it and the (ferman Gov('xnmcnt relative to the interpreta- 
tion or the application of the Plan. 

Arlicle 20 

The Cl editor (Governments and the Trustee agree that, if any 
dispute shall arise between them or any of them with regard to 
the meaning or application of the provisions of this Trust 
Agreement, the dispute shall be referred for final decision to 
the Tribunal provided for by The Hague Agreement of January 
1930, unless the parties to the dispute shall elect to refer the 
same to the President of the Tribunal or a member thereof 
selected as sole arbitrator. 

Article 21 

The present Contract shall come into force between the 
Trustee and the Creditor Governments whose representatives 
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Lave signed, it as soon as tLe Plan Las been put into appLcation 
and this Contract Las been signed on beLalf of tLe Trustee and 
of four of tLe following Powers- Belgium, France, Great 
Britain, Italy and Japan. 

Tte Frencli text is alone autlientic. 
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THE BANK AND THE HAGUE AGEEEMENT 

The following are extracts from the text of The Hague Agreement 
of January 1930 

Article 4 

From and after the date on which the New Plan comes into 
force, the Office for Eeparation Payments and the organisa- 
tions in Berlin connected therewith shall be abolished and the 
relations with Germany of the Reparation Commission shall 
come to an end. 

Under the regime of the New Plan only those of the functions 
of these organisations the maintenance of which is necessitated 
by the New Plan will continue in existence, these functions will 
be transferred to the Bank for International Settlements by 
the ‘'Small Special Committee”, the Bank for International 
Settlements will exercise them within the conditions and limits 
of the New Plan in conformity with the provisions of its 
Statutes. 

Article 6 

The Contracting Parties recognise the necessity, with a view 
to putting into force the New Plan, of the constitution of the 
Bank for International .Settlements. They recognise the cor- 
porate existence of the Bank to take effect as soon as it is con- 
stituted in accordance with the Statutes annexed to the law 
incorporating the Bank which is the subject of the Conven- 
tion concluded with the Government of the Swiss Confedera- 
tion. 
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Article 7 

The Government of the Eeich will deliver to the Bank for 
International Settlements, as Trustee for the Creditor Powers, 
the Debt Certificate referred to in Annex III, 

Further, the German Government guarantees that the Ger- 
man Eailway Company (Deutsche Eeichsbahngesellschaft) 
will deliver to the Bank for International Settlements the 
Certificate mentioned m Annex IV. 

Article 10 

The Contracting Parties wiU take m their respective terri- 
tories the measures necessary for securing that the funds and 
mvestments of the Bank, resulting from the payments by 
Germany, shall be freed from all national or local fiscal charges. 

The Bank, its property and assets, and also the deposits of 
other funds entrusted to it, on the territory of, or dependent 
on the admimstration of, the Parties shall be immune from any 
disabihties and from any restrictive measures such as censor- 
ship, requisition, seizure or confiscation, m time of peace or 
war, reprisals, prohibition or restriction of export of gold or 
currency and other similar mterferences, restrictions or pro- 
hibitions. 

Article 11 

The Governments of the Creditor Powers have settled the 
text of a Trust Agreement, appearmg m Annex VIII , for the 
receipt, management and division of the German annuities 

The Bank for International Settlements upon its establish- 
ment wiU be mvited to give its adhesion to the Agreement, and 
the Governments referred to will appomt Delegates with the 
powers necessary to sign, r 

The German Government declares that it has been informed 
of the text of the Agreement. 

Article 15 

1. Any dispute, whether between the Governments signa- 
tory to the present Agreement or between one or more of those 
Governments and the Bank for International Settlements, as 
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to the interpretation or application of the New Plan shall, 
subject to the special provisions of Annexes I., V.a, VI a and 
IX. be submitted for final decision to an arbitration tribunal of 
five members appointed for five years, of whom one, who will 
be the Chairman, shall be a citizen of the United States of 
America, two shall be nationals of States which were neutral 
during the late war, the two other shall be respectively a 
national of Germany and a national of one of the Powers wMch 
are creditors of Germany. 

For the first period of five years from the date when the New 
Plan ta^es effect this Tribunal shall consist of the five members 
who at present constitute the Arbitration Tribunal established 
by the Agreement of London of the 30th August 1924. 

2. Vacancies on the Tribunal, whether they result from the 
expiration of the five-yearly periods or occur during the course 
of any such period, shall be filled, in the case of a member who 
is a national of one of the Powers which are creditors of Ger- 
many, by the French Government, which will first reach an 
understanding for this purpose with the Belgian, British, 
Italian and Japanese Governments; in the case of the member 
of German nationality, by the German Government; and m the 
cases of the three other members by the six Governments 
previously mentioned acting in agreement, or in default of 
their agreement, by the President for the time being of the 
Permanent Court of International Justice. 

3. In any case in which either Germany or the Bank is 
plaintiff or defendant, if the Chairman of the Tribunal con- 
siders, at the request of one or more of the Creditor Govern- 
ments parties to the proceedmgs, that the said Government or 
Governments are principally concerned, he will invite the said 
Government or Governments to appoint — and in the case of 
more Governments than one, by agreement — a member, who 
will take the place on the Tribunal of the member appointed 
by the French Government. 

In any case m which, on the occasion of a dispute between 
two or more Creditor Governments, there is no national of one 
or more of those Governments among the Members of the 
Tribunal, that Government or those Governments shall have 

p 
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tLe riglit to appoint each, a Member who wil sit on that occasion. 
If the Chairman considers that some of the said Governments 
have a common mterest in the dispute, he will mvite them to 
appoint a single member Whenever, as a result of this pro- 
vision, the Tribunal is composed of an even number of mem- 
bers, the Chairman shall have a castiug vote. 

4. Before and without prejudice to a final decision, the 
Chairman of the Tribunal, or, if he is not available in any case, 
any other Member appointed by him, shall be entitled, on the 
request of any Party who makes the apphcation, to make any 
interlocutory order with a view to preventiug any violation of 
the rights of the Parties. 

5. In any proceedings before the Tribunal the Parties shall 
always be at liberty to agree to submit the point at issue to the 
Chairman or any one of the Members of the Tribunal chosen as 
a single arbitrator. 

6. Subject to any special provisions which may be made in 
the Submission — ^provisions which may not m any event affect 
the right of intervention of a Third Party — ^the procedure be- 
fore the Tribunal or a single arbitrator shall be governed by the 
rules laid down m Annex XII. 

The same rules, subject to the same reservation, shall also 
apply to any proceedings before this Tribunal for which the 
Annexes to the present Agreement provide. 

7. In the absence of an understandmg on the terms of Sub- 
mission, any Party may seize the Tribunal directly by a pro- 
ceeding ex farte, and the Tnbunal may decide, even in default 
of appearance, any question of which it is thus seized. 

8. The Tribunal, or the siugle arbitrator, may decide the 
question of their own jurisdiction, provided always that, if the 
dispute IS one between Governments and a question of juris- 
diction is raised, it shall, at the request of either Party, be re- 
ferred to the Permanent Court of International Justice. 

9. The present provisions shall be duly accepted by the Bank 
for the settlement of any dispute which may arise between it 
and one or more of the signatory Governments as to the inter- 
pretation or application of its Statutes or the New Plan. 
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Final Clause 

The Now Plan will come into force and will be considered as 
having been put into execution on the date on which the Re- 
paration Commission and the Chairman of the Kriegslasten- 
kommission have agreed in reporting: 

(1) The ratification of the present Agreement by Germany 
and the enactment of the German laws in accordance with 
the relative Annexes. 

(2) The ratification of the present Agreement by four of 
the followmg Powers, that is to say, Belgium, Great Britain, 
Prance, Italy and Japan. 

(3) The constitution of the Bank for International Settle- 
ments and the acceptance by the Bank of the undertakmgs 
by it for which the prevsent Agreement provides, and also its 
receipt of the tJortificate of the German Government and the 
Certificate of the German Railway Company as provided in 
Annexes 111. and IV. 
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THE BANK AND THE GERMAN REPARATION 
DEBT 

The following are extracts from Annex IIL of The Hague Agree- 
ment: 

ANNEX III 

DEBT CERTIFICATE OF THE GERMAN GOVERNMENT 

I 

The Geiman Government, by this present Certificate, under- 
takes a solemn engagement subject to the stipulations of the 
New Plan as defined by Article 1 of the Agreement of The Hague 
of January 1930, to pay to the Bank for International Settle- 
ments as Trustee for the Creditor Powers, and not to any other 
agent nor by way of direct payment to any one of its creditors, 
and in conformity with the followmg provisions, the annuities 
set out in the following table plus the sums required for the 
service of the German External Loan, 1924, as provided in the 
General Bond dated October 10, 1924. 

. II 

1. Except for any period in which the transfer of the post- 
ponable portion of the annuity is suspended, the monthly pay- 
ments of the Reich must be made in currencies other than the 
Reichsmark. 

2. Provided always that with a view to the execution of the 
programmes relating to dehveries m kind and of the- arrange- 
ments under the Reparation Recovery Acts, and with a view 
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to meeting any administrative expenses incurred in Germany, 
the Bank of rntornational Settlements may request tliat a 
corresponding part of these payments may be made in Reichs- 
marks 

3. The Bank may notify to the German Government and the 
Reichsbank simultaneously one month at least in advance of 
the payment dates the Bank’s preferences with respect to the 
currencies in which payment is to be made. In case these pre- 
ferences are not complied with, the Government of the Reich 
may make payment of such parts of the German annuities as 
do notirelate to the service of the German External Loan, 1924, 
in the currencies of the Creditor countries whose nationals were 
members of the Committee of Experts of 1929, divided as 
nearly as possible in proportion to their respective shares, it 
being, however, understood that payments in currencies other 
than the Reichsmark whicli arc not on a gold or gold exchange 
standatd shall be made only with the consent of the Bank. 

4. The Jiank for International Settlements shall give its 
receipt to the German Government for all sums which it pays 
or causes to be paid under this Certificate. The receipt shall 
make note of the currencies received, but credit shall be given 
to the German Government m the Reichsmark equivalent of 
these currencies. 

The Bank’s receipt giving credit in Reichsmarks for pay- 
ments made to the Bank for International Settlements by the 
German Government or on its behaM for the execution of the 
New Plan, shall during the normal operation of the New Plan 
constitute a complete and sufficient discharge of the obhga- 
tions of the German Government with respect to such pay- 
ments. 

Should, however, transfer postponement be in whole or 
partial effect, the Bank’s receipt givmg credit in Reichsmarks 
shall constitute a complete and sufficient discharge of the 
obligations of the German Government with respect to all pay- 
ments mto the Annuity Trust Account made m foreign ex- 
change and with respect to such portions of the payments made 
in Reichsmarks as in the opinion of the Bank provide current 
funds for deliveries in kind or services. As to the remainder, 
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tiie receipt of tlie Bank skall be in the nature of a temporary 
acknowledgment only. 

5. The German Government undertakes that the Eeichsmark 
shall have and retain its convertibihty into gold or devisen as 
contemplated m Section 31 of the Eeichsbank Law of the 30th 
August 1924^ and that in all circumstances for the general 
purposes of the New Plan the Eeichsmark shall have and shall 
retain a mint parity of 1/2790 kilogramme of fine gold as de- 
fined in the German Coinage Law of the 30th August 1924. 

Sums paid in currencies other than Eeichsmarks mto the 
Annuity Trust Account shall be calculated m terms of Eeichs- 
marks subject to the provisions of the last precedmg paragraph 
at the average of the middle rates (MitteUoirs) prevailmg on 
the Berlin Bourse during the fifteen days precedmg the date of 
payment. 

Ill 

1. To this Certificate are attached coupons representing 
each the whole of one annuity payable, after deduction of the 
amounts required for the service of the German External Loan, 
1924; each coupon is divided into two parts — Part A represents 
that part of the annuity which is mobihsable and non-postpon- 
able, Part B the postponable portion of each annuity. Each part 
of the annuity coupon enjoys absolutely equal rights through- 
out except with regard to the possibility of postponement here- 
inafter provided for. 

2. The Bank shall distribute moneys in payment of the mobil- 
ised or mobihsable portions of the annuity coupon among the 
whole of the bondholders and the Creditor Governments in pro- 
portion to the rights of each to share in the portion of the 
annuity coupons not subject to postponement, without allow- 
ing a priority of any kmd to any tranche or to any claim. It 
will distribute the moneys relating to the non-mobihsable por- 
tions of the annmty coupons amongst the Creditor Governments, 
the transfer of these moneys taking place only after the transfer 
of the moneys relating to the mobihsed or mobihsable portion 
of the annuity coupon. 
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IV 

1. The service of interest and amortisation of the mobiKsable 
or mobihsed portions of the annuity coupons shall be paid to 
the Bank m currencies other than the Eeichsmark by the 
German Keich without any reservation, ^ e on its own responsi- 
bility. The financial service of these mobihsable or mobihsed 
portions of the annuities shall constitute a final and uncon- 
ditional international obligation in the ordinary financial sense 
of the word. 

2. Furthermore, upon the request of the Bank for Inter- 
national Settlements, acting as trustee of the Creditor Powers, 
if and in so far as the Bank considers such a course opportune, 
Germany undertakes to substitute for Part A of the coupons 
issuable bonds bearing its name, representing, on the same 
conditions as this Certificate and the said coupons, an obliga- 
tion of the Eeich. The amount and form of these bonds and the 
specifi-cations of the currency m which they shall be issued shall 
be fixed by the Bank. 

3. If any one or more of the Creditor States should intend to 
utilise internal issues of German bonds in connection with opera- 
tions for the conversion of national debt, such bonds shall be 
quoted only on their market of issue. 

4. If and in so far as Germany shall redeem reparation loans 
(general or conversion loans) which can be redeemed before 
their due date according to the issue conditions, the part of the 
annuity destined for the service of the loan so redeemed will 
accrue to Germany. It is understood that the Bank will, as far 
as possible, make every effort to secure that loans will not be 
issued without granting to Germany an appropriate right of 
anticipated redemption. 

5. Germany shall have the right to redeem all or any part of 
the not yet mobihsed annuities (Parts A and B of the coupons) 
on a basis of 5| per cent, discount. 

V 

1 . The payment of the non-mobihsable portion of the annuity 
coupons shall be made to the Bank for International Settle- 
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ments by tbe German Government in tbe same conditions as 
that of the mobilised or mobilisable portion of the annuity 
coupons. 

6, Any sum m Keichsmarks the transfer of which is postponed 
shall be deposited to the account of the Bank for International 
Settlements at the Eeichbank for eventual release of balances 
not absorbed by dehveries in kind, agamst payments ia foreign 
currencies by the German Government. At all times the em- 
ployment, whether for investment or for dehveries in kind, of 
Eeichsmarksso deposited shall be subject to agreement between 
the Keichsbank and the Bank for International Settlements. 

9. At the end of any period in respect of which a total or 
partial postponement of transfer or payment has been declared 
for any monthly instalment, the instalment or part thereof the 
transfer or payment of which has been so postponed shall be- 
come immediately payable to the Bank for International Settle- 
ments in foreign currencies, with the exception of any amounts 
of which the Creditor Powers have already had the benefit in 
some other form in pursuance of the New Plan. This clause 
modifies in no way the functions of the Special Advisory Com- 
mittee provided for in the New Plan. 

10. In the event of any declaration of postponement made by 
Germany or at any other time when the German Government 
declares to the Creditor Governments and to the Bank for Inter- 
national Settlements, that it has come to the conclusion m good 
faith that Germany’s exchange and economic hfe may be seri- 
ously endangered by the transfer m part or m full of the post- 
ponable portion of the annuities, the Bank for International 
Settlements shall convene the Special Advisory Committee men- 
tioned in Chapter 8 (e) of the Experts’ Plan of the 7th June 1929. 

The Special Advisory Committee shall forthwith consider the 
situation in all its aspects, as provided in the Plan, and shall 
indicate for consideration by the Governments and the Bank 
what, m their opinion, are the measures that should be taken 
in regard to the apphcation of the Plan. In application of 
Article 124 of the Eeport of the Experts of the 7th June 1929, 
any recommendation of the Committee affectmg the rights of 
the Creditor Governments shall not bind the Creditor Govern- 



APPENDIX VII 


217 


ments unless it is accepted and confirmed by tbe Creditor 
Governments who participated in the decision of September 
16, 1928, to set up the Committee of Experts. Similarly, any re- 
commendation affecting the rights of the German Government 
shall not bind the German Government unless it is accepted 
and confirmed by that Government. 

VI 

The German Government undertakes during the period up 
to March 31, 1966, to maintain at the Bank for International 
Settlements a non-interest bearmg deposit equivalent to 60 
per cent of the average deposit remaimng m the Annuity Trust 
Account, but not exceeding 100 million Reichsmarks. 

The Bank shall to this end certify to the German Government 
and to the Creditor Governments every month the average of 
the balance at the close of each working day left by the Creditor 
Governments on deposit without interest durmg that month, 
m respect of the sums arising from the German payments under 
the Dawes Plan or under the New Plan up to the time when 
they are drawn out by the Creditor Governments. 

The first deposit will be paid by the German Government 
to the Bank :lHteen days after the puttmg into execution of 
the New Plan, the amount of the deposit being calculated on 
the average of the daily balances above mentioned left with the 
Agent-General for Reparation Payments or the Bank durmg the 
month endmg two working days prior to the date of deposit, 
excluding sums returnable to the German Government under 
Annex III. of The Hague Protocol of August 31, 1929. 

The deposit shall be maintained at the amount so calculated 
during one month. At the end of this period the deposit will be 
adjusted by a further deposit or by the withdrawal of part of 
the existing deposit, on the basis of the average of the daily 
balances referred to above durmg the month ending two work- 
ing days before the date of the adjustment 

A similar adjustment will take place at the end of the second 
month from the date of the first deposit. 

At the end of the third month, and thereafter, at intervals of 
three months, the deposit shall be adjusted on the basis of the 
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average of tLe daily balances referred to above during tbe three 
months ending two working days before the date of each such 
adjustment. The mterval referred to m this paragraph may be 
changed by agreement between the Governments concerned 
with the concurrence of the Bank for International Settlements. 

VIII 

The obhgation of the German Government in relation to the 
annuities for which this Certi&cate provides shall not be deemed 
to have been fulfilled until aU sums, the transfer or payment of 
which may from time to time have been suspended, haw been 
either in fact completely transferred to the Bank for Inter- 
national Settlements in the shape of approved currency other 
than the Reichsmark or employed for dehveries m kmd. 

IX 

At the end of each annuity period, when the Bank for Inter- 
national Settlements has received from the German Govern- 
ment the amounts due under this present Certificate, the Bank 
will return to the Government the coupon correspondmg to the 
payments of that annuity period. The Certificate itself will be 
dehvered when all the coupons have been paid. 


ANisruiTy Coupon (not including the Service of the 
German External Loan, 1924) 


Part A 

The German Reich will pay 
to the Creditor Powers at the 
Bank for International Settle- 
ments on account of the non- 
postponable part of the An- 
nuity for the period from the 
5 19 , to the 
, 19 , the sum 
of 612,000,000 Reichsmarks. 

The relative provisions of 


Parts 

The German Reich will pay 
to the Creditor Powers at the 
Bank for International Settle- 
ments on account of the post- 
ponable part of the Annuity 
for the period from the 

, 19 , to the , 

19 , the sum of 
Reichsmarks. 

The relative provisions of 
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the Certificate apply to the 
present coupon, 

A note of the payment of 
each instalment will be en- 
dorsed on the present coupon. 
When the full amount of the 
above sum has been paid this 
coupon will be returned to the 
German Government. 

Berhn, the , 1930. 

Eeidhisschuldenverwaltung. 
(Administration of the Debt 
of the Eeich ) 
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the Certificate apply to the 
present coupon. 

A note of the payment of 
each instalment will be en- 
dorsed on the present coupon. 
When the full amount of the 
above sum has been paid this 
coupon wiU be returned to the 
German Government. 

Berlin, the , 1930. 

Eeichsschuldenverwaltung. 
(Administration of the Debt 
of the Eeich ) 
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THE BANK AND THE GEEMAN BANK LAW 

Thefollomng are extracts from Annexes V, and F.a of Th& Hague 
Agreement: 

Am-EX V 

PEOVISIONS TO BE INSEETED OE MAINTAINED 
IN THE GEEMAN BANK LAW 

ArUch 21 

Add at end as new paragraph 

'All functions confided to and obligations imposed on 
Central Banks in general or any one sucb Central Bank 
specially by tke New Plan (Hague Agreement, January 1930) 
wiU be performed m Germany by tbe Eeicbsbank. All func- 
tions confided to and obbgations imposed on Presidents of 
Central Banks in general or any one such President specially 
by the New Plan will be performed in Germany by the Pre- 
sident of the Reichsbank.” 


ANNEX Va 

PROCEDURE FOE THE ^MODIFICATION OF CERTAIN 
PROVISIONS OF THE GERMAN BANK LAW 

Any proposal which may affect the provisions of Annex V. 
must be submitted by the German Government to the Board 
of Directors of the Bank for International Settlements. 

The Board may object to any such proposal, on the ground 
that it is incompatible with the New Plan, by referrmg the 
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question within a period of two months, in the absence of an 
agreement hemg reached, to an arbitrator chosen by common 
consent, or, m default of such consent, to the Tribunal pro- 
vided for in the present Agreement The decision of the arbi- 
trator or Tribunal shall be final and will bind the Eeich, the 
Bank for International Settlements and the States signatory 
to the present Agreement. 
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THE BANK AND THE GEEMAN EAILWAY LAW 

The following are extracts from Annex VI* of The Hague*^Agree^ 
ment: 


AMEX VI 

AMENDMENTS TO BE MADE IN THE LAW AND IN THE 
STATUTES CONCEENING THE GEEMAN EAILWAY 
COMPANY 


Section 4 — ^Eepabation Tax 

(1) The Company shall pay, as a contribution of the Deutsche 
Eeichsbahn to the reparation annuities payable by the Eeich, 
a tax of the Eeich to an amount of 660 milhon Eeichsmarks per 
annum (reparation tax). The reparation tax shall faU due, in 
equal monthly instalments of 55 miUion Eeichsmarks, upon 
expiration of each month on the first day of each subsequent 
month, and where the first day is a Sunday or hohday, upon 
the first workmg day following; the tax shall be paid direct mto 
the account of the Bank for International Settlements at the 
Eeichsbank; the first payment shall fall due on the 1st October 
1929, and the last payment on the 1st April 1966, subject to 
the provision of Section 5 of the present Law. The payments 
shall be made before 9 A m. on the days fixed for the same. 

(3) The Company shall deposit with the Bank for Interna- 
tional Settlements a certificate aclmowledging its liabilities 
under paragraphs (1) and (2) above The Eeparation Bonds 
created in virtue of Section 4 of the Law of the 30th August 
1924, and handed over to the Trustee, shall be cancelled and 
destroyed in the presence of a representative of the Company. 
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(4) Tlie payment of the reparation tax by the Company shall 
be guaranteed by the Government of the Eeich. As soon as the 
Bank for International Settlements notifies the Government 
that a payment due has not been effected either in whole or in 
part, the Government shall authorise the Company to devote 
to the payment of the arrears of reparation tax the proceeds of 
the transport tax collected for the account of the Reich, in so 
far as such a tax exists. If these resources prove insufficient 
the Reich shall meet the deficit within one month of receiving 
notice from the Bank, either by placing the sums required for 
the p^ment at the disposal of the Company or by making a 
direct payment into the account of the Bank for International 
Settlements at the Reichsbank. Apart from the above provi- 
sion, the transport tax shall be exempt from all special charges 
in respect of reparations. 

(5) The sums paid by the Government to cover a deficit in 
the reparation tax and the proceeds of the transport tax de- 
voted by the Company to the same purpose m virtue of para- 
graph (4) above shall be repaid to the Reich in conformity with 
the provisions of Section 25, paragraph (3), No 3 of the Com- 
pany’s Statutes. 

(6) The Company is entitled, with the assent of the Bank for 

International Settlements and subject to the terms agreed on 
with the Bank, to discharge the reparation tax in whole or 
in part by a capital payment. The Government of the Reich 
may require the Company to exercise this right of discharge 
provided that the Reich places the necessary funds at the 
Company’s disposal. Any capital payment shall extinguish the 
liability of the Company under paragraphs (1) and (2) in a cor- 
respondmg degree. The right of the Government of the Eeich 
provided for m the Agreement of, of 

relating to the redemption of reparation annuities remains 
unaffected. 

Section 5. — Concessions. Transeee of Eights and 
Obligations 

(2) In the event of the Company’s HabiHty to pay the re- 
paration tax direct into the account of the Bank for Interna- 
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tional Settlements at the Eeichsbank terminating before the 
31st December 1964, the concession shall be shortened ac- 
cordingly and wdl terminate forthwith, provided that the pre- 
ference shares have all been redeemed by that date. On the 
other hand, if at the 31st December 1964, the whole of the 
Eeparation tax payments due up to that date have not been 
made, or if the whole of the preference shares have not been 
redeemed, the concession shall be prolonged under the same 
conditions until such tune as the payment of the tax and the 
redemption of the preference shares have been completed. 
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THE BANK AND GERMAN ASSIGNED REVENUES 

The following we extracts from Annex VII. of The Hague Agree- 
ment: 

AOTEX VII 

ASSIGNMENT BY WAY OF COLLATERAL GUARANTEE 
OF CERTAIN REVENUES OF THE GERMAN GOVERN- 
MENT 

1. Tine German Government assigns, subject to tbe charge in 
favour of the Trustees for the German External Loan, 1924, the 
proceeds of the Customs, of the tobacco taxes, the beer tax and 
the tax on spirits (Administration of the Monopoly) for the 
service of the certificate representing the annuities payable by 
Germany, mcluding the ser\dce of any bonds which may be 
issued under the provisions of the New Plan. To this end, the 
Reich, without prejudice to its general responsibility for the 
payment of the annuities and its entire discretion to effect these 
payments out of general revenues, wiH secure out of the re- 
ceipts from the above revenues by way of collateral guarantee 
the sums necessary to cover the annmties as elsewhere deter- 
mined. The assignment constitutes a negative pledge and is 
ruled by the foUowmg conditions: 

2. The Reich wiU not create any charge on the assigned re- 
venues for any other loan or credit without the consent of the 
Bank for International Settlements. If any such charge is 
created on the assigned revenues with the consent of the Bank, 
the charge for the annuities payable by Germany will rank 
ahead of any such other charge. 
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3. If at any time the total yield of tlie assigned revenues 
should fall below 150 per cent, of the highest budgetary contri- 
bution payable by Germany under the New Plan, the Bank 
may require that additional revenues sufficient to assure the 
immediate restoration of the yield to the above percentage be 
assigned and the German Government will forthwith comply 
with that requirement accordmgly. 

4. Should the German Government change the system of 

collecting any of the assigned revenues, then the receipts 
secured to the Reich by the new system will be assigned m 
substitution for the origmal tax ^ 
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THE BANK AND DELIVEEIES IN KIND 

The fallowing are extracts from Annex IX. of The Hague Agree- 
ment' 

ANNEX IX 

REGULATIONS FOR DELIVERIES IN KIND 

Article 4 
Organisation 

17. The management of deliveries m kmd includes two 
separate parts, namely, tLe approval of contracts and the hand- 
Img of the funds reserved for deliveries m kmd. The creditor 
Governments concerned and the German Government remam 
responsible for the approval of contracts and entrust the 
management of the funds reserved for dehveries in kind to the 
Bank for International Settlements. 

18. A contract is approved if there is agreement with regard 
to it between the^ creditor Government concerned and the 
German Government. 

19 Each creditor Government concerned m deliveries in 
kmd and the German Governniient shall appoint an agent, 
whose duty it shall be to deal with aU matters concemmg de- 
liveries m kmd and to fulfil all functions devolvmg upon him 
under the present Regulations. 

Each agent shall remain responsible to his Government 
for the strict application of the provisions of these Regu- 
lations. 

The agents of the German, Belgian, British, French, Italian, 
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Japanese and Yngo-Slav Governments shall assemble when- 
ever a Government concerned in dehveries in kind considers 
a meeting to be necessary. The meetmg shall be called by the 
agent of the Government which proposes it. 

The same agents shall meet every year, m principle durmg 
the second fortmght in May, m order to review the general 
situation as shown by the statistical documents supphed by the 
Bank for International Settlements. 

20. The agent of the German Government will be in per- 
manent residence at Pans, where the agents will meet m all the 
cases for which provision is made m the present Regulations. 
The agents of the Creditor Powers are under no obhgation to 
have a fixed place of residence. 

21. The Bank for International Settlements can mcur no 
responsibihty except with regard to the duties arismg from the 
mandate with which it is entrusted. 

22. The Bank for International Settlements will effect the 
payments to be made m virtue of duly approved contracts 
which are transmitted to it by the agent of the German Govern- 
ment or are sent by the agent of the Creditor Power concerned 
in execution of a decision of the arbitrator in virtue of Article 7 
hereafter. 

23. The Bank wiU keep all accounts and statistics, and will 
exercise aU supervision in respect of these payments. 

24. The Bank is also at hberty, m accordance with para- 
graph 28 of Annex I. to the Experts’ Plan of the 7th June 1929, 
to appomt an Advisory Committee, the object of which would 
be to inform generally the Bank of the progress of deliveries in 
kind. 

This Committee may, if it thmks fit, convoke those agents of 
the Governments who do not form part of the Committee 

57. Withm three clear working days of receivmg the con- 
tract the agent of the German Government shall inform the 
agent which has transmitted the contract whether he accepts 
it with or without reservation or whether he proposes its re- 
jection. 

58. If he has no objection to the contract he wiU inform the 
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Bank for International Settlements, to which he will send a 
copy of the contract. 

63. When an appeal is made to the arbitrator the award 
shall be notified to the German agent and the agent of the 
Creditor Power concerned. The latter may then send the con- 
tract direct to the Bank for International Settlements, and 
shall be responsible for informing the German agent to this 
effect 

64. Wh.en a contract does not provide a definite scheme of 
payiwnts the German agent will draw up a schedule in agree- 
ment with the agent or authorised department of the creditor 
Government, m order that the Bank for International Settle- 
ments may set aside the sums required for paying for the con- 
tract. 

65. The Bank for International Settlements wiU keep ac- 
counts for each creditor country showing the dates and amounts 
of the payments for which the approved contracts provide and 
indicating how much of the quota remains available for new 
contracts. 

Abstracts of these accounts will be supplied on the 1st and 
the 15th of each month to the agent of the Creditor Power con- 
cerned and to the German agent. 

66. Before submitting a contract for approval the creditor 
Government concerned shall have defimtely agreed with the 
purchaser the terms on which he can obtam payments out of 
the funds reserved for deliveries m kmd. 

67. If, in the course of execution of a contract, the buyer 
does not fulfil these conditions he shall continue to bear the 
entire responsibihty for the contract, as far as the seller is con- 
cerned, under ordinary commercial conditions, even if the con- 
tract stipulates that it shall only be executed as a dehvery in 
kind. 

68. In this case the Bank for International Settlements shall, 
if the Creditor Power concerned so requests, on its own respon- 
sibility release the credits reserved but not yet utilised for pay- 
ment for the contract. 

72. In transmitting to the Bank for International Settle- 
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ments a contract in respect of wkch exceptions liave been ad- 
mitted in application of paragraphs 69, 70 and 71, the agent 
of the German Government shall attach to the contract a note 
stating the nature of the exception granted and indicatmg 
which agents have given their consent. 

In the case of contracts approved m virtue of an arbitral 
decision in accordance with paragraph 63, the agent who trans- 
mits the contract will attach to it a copy of the arbitral decision. 

73. The statistics which the Bank for International Settle- 
ments win keep in execution of paragraph 23 will be sent by the 
Bank each month to the agents of all the Governments aijd will 
show 

(1) accordmg to countries and categories the total amount 
of the contracts which it has received durmg the preceding 
month, those for an amount exceedmg 6 million reichs- 
marks and riders thereto bemg shown separately, 

(2) the mformation transmitted to it with contracts in 
accordance with paragraph 72. 


Article 8 
Payments 

(A ) — Payments for Deliveries in Kind 

74. For each Creditor Government there shall be opened at 
the Bank for International Settlements an account to which 
shall be credited all sums to be reserved by that Government 
for deliveries in kmd accordmg to the approved schedule. All 
payments made m respect of approved contracts shall be 
debited to this account. 

75. The credit balance at the end of each month shall be 
added to the credits opened durmg the following month. The 
sum available to the Creditor Power for deliveries in kind dur- 
ing that month shall be the total of these two amounts. 

76. At the begmning of each month the agent of the creditor 
Government concerned and the agent of the German Govern- 
ment shall be informed of the state of the account. 
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77. Subject to the reserves provided by the present Eegula- 
tions tbe sums paid to tins account can only be employed for 
the payment of contracts for deliveries in kmd. 

78. For the purpose of paying for duly approved contracts 
for dehveries m kind each Creditor Power may dispose freely of 
the credit balance lying in his account, by any method of pay- 
ment which IS current in mternational commerce, and parti- 
cularly by means of cheques, orders to transfer and time drafts. 

The payments will be made by the Eeichsbank m Berlm. 

79. The Creditor Powers will transmit to the Bank for Inter- 
natiQp.al Settlements the names and signatures of the officials 
who are authorised to issue orders to pay 

80. In principle, orders to pay shall be made out in Eeichs- 
marks. When a contract stipulates that payment is to be made 
m a non-German currency, the order to pay shall be made out 
in this currency, but must bear the mscription: ‘ 'Payable in 
Eeichsmarks’’. In this case the conversion mto Eeichsmarks 
shall be made at the time of payment, at the official average 
rate of the Berhn Bourse as quoted for the day preceding that 
of payment. 

81. If a contract provides for an agreed rate of conversion, 
the conversion into Eeichsmarks shaU be made at this rate. 

82. All orders to pay must indicate the approval number of 
the contract in respect of which they are issued. 

83 Cheques shall be issued by the Creditor Government 
made out m the name of the seller and passed to the buyer for 
transTnission to the seller. They cannot be cashed over the 
counter, but must be passed through a bank account 

84. Orders to transfer shall bear the names of the buyer and 
seller, as well as that of the bank responsible for collection. 

85. Time drafts shall be made payable not less than thirty 
days and not more than ninety days at most from the date of 
issue. They shall only be issued if the contract for which they 
are required makes provision to this effect. 

They shall be drawn by the Creditor Government on the 
Bank for International Settlements They shall not be accepted. 

They shall be issued to the order of the buyer, who shall en- 
dorse them and transmit them direct to the seller. 
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TLey stall bear tbe words ‘Tayable at tte Reicbsbank in 
Berlin.” 

86. If a Creditor Government wticli bas issued a time draft 
does not possess credits sufficient to meet tbe payment when it 
falls due, it shall place the necessary funds at the disposal of 
the Bank for International Settlements two days before the 
due date. 

A Creditor Government which advances a sum in this manner 
shall be reimbursed out of the first credits which are thereafter 
placed at its disposal for dehveries in kind. 

87. The issuing Authority and the agent of the G^man 
Government will receive daily advice and periodical statements 
of the payments effected. 

88. The rules to be applied to the payments made in' appli- 
cation of the precedmg paragraphs will be determined jointly 
by representatives of the German, Belgian, British, French, 
Itahan, Japanese and Yugo-Slav Governments and the Bank 
for International Settlements, particularly m so far as concerns 
the requisite measures for safeguarding these payments. 

89. When a seller has to make a payment to a buyer in exe- 
cuting or windmg-up a contract the buyer shall inform his 
Government and request the seller to make the payment mto 
the account for dehveries in kmd opened for this Government. 

90. This provision shall not apply to any payments of less 
than 10,000 Reichsmarks and of less than 20 per cent of the 
value of the contract, which the seller may be liable to make to 
the purchaser after the last payment for which the contract 
provides has been made and the contract is consequently re- 
garded by the contractmg parties as termmated. In such a case 
the payments shall be made by the seller direct to the pur- 
chaser. 

(B .) — Direct Payments. 

91. When the case arises the provisions of Article 6 of the 
present Regulations concernmg the direct payment of a part of 
the value of certam commodities or services shall be apphed to 
a contract either- 

(a) by the terms of the contract itself, or 
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(6) by the decision concerning the approval of the contract, 
such decision being regarded as conditional within the mean- 
ing of Article 7. 

In the first case the dates and amounts of the sums to be 
paid direct shall be stipulated m the contract. 

In the second case the dates and amounts of the sums to be 
paid direct shall be fixed by the decision of approval m such a 
manner that the direct pajnnents are made at the same time 
and m the same proportions as the payments made on account 
of deliveries in kind. 

Ini^oth cases the purchaser shall make the direct payments 
to the seller in accordance with the rules of ordmary commerce. 

92. The foregomg provisions shall not preclude the Bank for 
International Settlements m agreement with the Creditor Power 
concerned from meeting all the payments for which a contract 
provides, when they fall due. In this case the direct payments 
shall be made under the conditions and m the currencies stipu- 
lated m the contract, but it shall be debited to the Creditor 
Power in an account other than that relatmg to dehveries in 
kind. 


Arhcle 10 

InfmcUons and Frauds 

99. The Bank for International Settlements shall not mcur 
any responsibility by reason of any fraud or irregularity com- 
mitted during the execution of a contract. But it shall inform 
the agent of the Creditor Government concerned and the Ger- 
man agent of any fact which may appear to it to constitute a 
fraud or wilful infraction of the present Eegulations. 

105. If before the last payment under a contract has been 
made, the buyer or seller is found guilty by his Government of 
fraud or wilful infraction of the present Eegulations, and if his 
name is notified in accordance with paragraph 102, no further 
payment shall be made out of the funds for dehveries in kind in 
respect of the contract, which shall be hquidated direct between 
buyer and seller. 

If the sums paid up to that time exceed the value of the 
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commodities or services due to be delivered under tbe contract, 
tbe Governments concerned shall do their utmost to obtain 
repayment of the excess to the account for dehveries in kind 
of the Creditor Power 

106 In order that the provisions of the preceding paragraph 
may be applied, the agent of the Power which has declared its 
national to be excluded shall mform the Bank for International 
Settlements of the measures taken in this respect 
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THE BANK AND THE EEPARATION RECOVERY 

ACT 

11 

The following are extracts from Annexes X. and X a of The 
Hague Agreement' 

ANNEX X 

AGEEEMENT FOR AMENDING THE METHOD OF ADMIN- 
ISTERING ‘^THE GERMAN REPARATION (RECOVERY) 
ACT, 192r’ 

I 

The German Government undertake to pay each month on 
the same dates as the other payments forming the postponable 
annuity to the Bank for International Settlements for the ac- 
count of His Britannic Majesty’s Government the sterling 
equivalent of the Reichsmark sums available under the New 
Plan for transfer by means of the Reparation (Recovery) Act 
to His Britannic Majesty’s Government, provided always that 
the amounts so paid shall not exceed twenty-six per cent, of the 
sterling value of the German goods imported into Great Britain 
during the preceding month but one. 

ANNEX J. A 

(Translation.) 

AGREEMENT REGARDING THE METHOD OF ADMINIS- 
TERING THE LEVY ON THE VALUE OF GERMAN IM- 
PORTS INTO FRANCE 

I 

The German Government undertake to pay each month on 
the same dates as the other payments forming the postponable 
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annuity to tlie Bank of International Settlements for tke ac- 
count of tke French. Government the equivalent m French 
francs of the Eeichsmark sums available under the New Plan 
for transfer to the French Government by means of the levy on 
the value of German imports mto France, provided always that 
the amounts so paid shall not exceed twenty-six per cent, of the 
value in francs of the German goods imported mto France and 
Algeria durmg the precedmg month but one. 
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THE BANK AND THE MOBILISATION OF GEEMAN 
ANNUITIES 

The following are extracts from the ''Agreement as to the Financial 
Mobilisation of German Annuities'' concluded at The Hague in 
January 1930* 

AERANGEMENT AS TO THE EINANCIAL MOBILISA- 
TION OE THE GERMAN ANNUITIES 

2 The German Government declares that it will not issue 
any external long term loan before the 1st October 1930, or, 
if the issue referred to m the precedmg paragraph has not taken 
place before this date, before the expiry of one year from the 
date of the delivery to the Bank for International Settlements 
of the Debt Certificate of the Reich, on the understanding that 
this undertaking shall not extend beyond the 31st March 1931. 
This declaration concerns also the Reichspost and the German 
Railway Company. 

3. Moreover, the above-mentioned declaration of the German 
Government lapses m the following cases* 

(а) Immediately upon the effective accomplishment of 
mobilisation operations for the amount mentioned above; 

(б) Two months after the Bank for International Settle- 
ments has notified, in accordance with the provisions of 
Article 143 of the Annexes to the Plan, that it appears to be 
practicable to proceed with the issue of the amount suggested 
above, or of an issue completmg the amount if owing to the 
Creditor Powers this issue has not taken place 
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II 

6. The German Government reserves to itseK the right to 
participate m the mobilisation issue of an amount of 300 milhon 
dollars specified m paragraph 1 above This participation will 
take place on the original terms. 

7. These operations will be carried out through the Bank for 
International Settlements The proceeds and the service of the 
loan shall be divided between the reparation creditors who have 
a share m the unconditional part of the annuities and the Ger- 
man Government m the proportion of two-thirds for the^ormer 
and one-third for the latter. 

8. The charges for such loans shall be covered m the above 
proportions by a deduction from reparation payments and by 
a payment by the Eeich to the Bank for International Settle- 
ments. In the case of each of these loans, the sums provided by 
this deduction and this payment shall be merged by the Bank 
for International Settlements m an account exclusively and 
solely reserved for the service of this loan. 
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THE BANK AND BXJLGAEIAN KEPARATIONS 

The fMowing are extracts from the Agreement with Bulgaria'' 
concluded at The Hague in January 1930: 

AGEEBMENT WITH BULGAEIA 

(3) Tlic annuities fixed m Article 2 shall constitute an un- 
conditional obligation and tlie parties signatory to the present 
agreement waive their right to demand the application of 
Article 122 of the Treaty of Neuilly. Bulgaria may, however, if 
the need arises, request the apjdication of the system of post- 
ponement of transfer insbitutcd by the Eeparation Commis- 
sion’s decision of 23rd July 1926, pursuant to the Financial 
Scheme approved on 10th June 1926 by the Council of the 
League of Nations. 

These annuities shall on]oy the benefit of the same special 
securities as are assigned to the annuities of the Schedule of 
Payments of 21st March 1923, by virtue of the Protocols of 
21st March 1923 and 21th September 1928. They shall be 
represented by a debt cerfcificate, with coupons attached, which 
shall be handed over by the Bulgarian Government to the Bank 
for International Settlements acting as trustee for the Creditor 
Powers 

The first charge established by Article 132 of the Treaty of 
Neuilly upon all the assets and revenues of Bulgaria for the cost 
of reparation and other costs referred to m that Article shall 
cease to have ellect. But if the product of the special securities 
falls below 150 per cent of the sums necessary for the service 
pf the annuity, the Bulgarian Government undertakes at the 
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request of tlie Bank for International Settlements, to assign to 
reparations additional securities wkich skall be considered 
acceptable by the said Bank and shall at least restore the said 
percentage, and to promulgate any laws necessary for this 
purpose. 

(4) The National Bank of Bulgaria shall retam its present 
functions and obbgations in regard to the payment of repara- 
tions arising out of the Eegulations of 7th July 1923 regardmg 
the application of the Protocol of 21st March 1923, and shall 
comply with those Eegulations in regard to the collection of the 
proceeds from the securities, the constitution m natioij^l cur- 
rency of the annuity funds and their conversion into foreign 
currencies. 

(5) The rights and powers conferred on the Eeparation 
Commission and on the Interalhed Commission in Bulgaria 
shall, m so far as is necessary, be transferred to the Bank for 
International Settlements. 

Consequently, the relations between the Eeparation Com- 
mission and the Interalhed Commission in Bulgaria, of the one 
part, and the Bulgarian Government, of the other part, shall 
termmate as soon as possible. The conditions and the date of 
this transfer shall be determmed by a Committee consistmg of 
two representatives of the Bulgarian Government, of four re- 
presentatives of the Eeparation Commission, or of the Inter- 
allied Commission m Bulgaria (one of whom shall be the com- 
mon delegate on the Eeparation Commission or a represen- 
tative appointed by him), and, if possible, of two represen- 
tatives of the Bank for International Settlements. 

(13) Should the Bank for International Settlements not ac- 
cept the whole of the functions attributed to it by the present 
Agreement, the appointment of some other trustee to be sub- 
stituted so far as necessary for the Bank will form part of the 
task of the Committee constituted under Article 5. 
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THE BANK AND HUNGAEIAN REPARATIONS 

The fdtlomng are extracts from Annex IV, to the Agreement 
Relating to Hungarian Obligations under the Treaty^ ^ concluded 
at The Hague in January 1930: 

Al^NEX IV 

AGREEMENT BETWEEN THE HUNGARIAN GOVERN- 
MENT AND THE CREDITOR GOVERNMENTS 

3 The payments due up to the 1st January 1944 shall be 
subject to the conditions laid down in the texts actually in force 
and particularly in the decision No. 2797 of the Reparation 
Commission However, they shall be paid to the Bank for 
International Settlements for the account of the Creditor 
States. 

4. The payments due after 1944 constitute an unconditional 
obligation, that is to say, without any rights of suspension 
whatsoever. They shall be made m gold or m currency equi- 
valent to gold m equal half-yearly periods on the 1st January 
and 1st July of each year, the first payment falling due on the 
1st January 1944. Like the precedmg payments they shall be 
made to the Bank for International Settlements for the account 
of the Creditor States. 

7. The Hungarian Government shall transmit to the Bank 
for International Settlements m its capacity of Trustee for the 
Creditor Powers certificates representing the annuities specified 
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under 1, whicli certificates in tlieir text should carry out 
provisions of Articles 3 and 5. 

10. The relations between the Reparation Commission and 
Himgary shall be termmated as soon as possible 

The rights and powers conferred on the Reparation Com- 
mission shall be transferred as far as necessary to the Bank for 
International Settlements The procedure and date for this 
transfer shall be laid down by a Committee formed of two re- 
presentatives of the Hungarian Government, by four repre- 
sentatives of the Reparation Commission, to mclu^e the 
Common Delegate on the Reparation Commission, or a repre- 
sentative nommated by him, and by a representative of the 
Bank for International Settlements 
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THE BANK AND CZECHOSLOVAKIAN 
LIBEEATION DEBT 


The following are extracts from the ^'Agreement with Czecho- 
slovakia'^ concluded at The Hague in January 1930. 

AGEEEMENT WITH CZECHOSLOVAKIA 
Article 2 

The instalments shall be paid by the Czechoslovak Govern- 
ment to the Bank for International Settlements, for the ac- 
count of the Creditor Governments, in pounds sterling, at the 
average rate of exchange for the three days preceding the date 
of payment. 

The Bank shall transfer the sums encashed to the account of 
each of the Creditor Governments, m accordance with the rules 
for distribution fixed by the Arrangement between the Creditor 
Powers (Austria, Hungary, Bulgaria, Liberation Debt) con- 
cluded at The Hague Conference, 1930, and with any special 
arrangement between two or more of these Governments con- 
cerning their respective shares, as fixed by the said Agreement 
which shall have been notified to the Bank by the Creditor 
Governments concerned. 

• 

Should the Bank for International Settlements not accept in 
its entirety the mandate with which it is entrusted by the pre- 
sent agreement, it shall be the duty of the Committee formed 
as mentioned above to formulate the amendments necessary 
to obtain its complete adoption, and failing that to choose a 
Trustee as far as this may concern the Bank. 
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